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THIS DOCUMENT IS IMPORTANT AND REQUIRES
YOUR IMMEDIATE ATTENTION
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Parthus Technologies plc

and

Ceva, Inc.

Circular to Parthus Shareholders, Parthus ADS holders and Parthus
Optionholders




THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION. If you are in any doubt
as to the action you should take, you are recommended to seek your own financial advice immediately about the
Scheme (including the Capital Repayment) from your stockbroker, bank manager, solicitor, accountant or other
independent financial adviser who, if you are taking advice in Ireland, is authorised or exempted under the Investment
Intermediaries Act, 1995, as amended, or, if you are taking advice in the United Kingdom, is authorised under the
Financial Services and Markets Act 2000 of the United Kingdom, or from another appropriately authorised
independent financial adviser.

If you are a Parthus Shareholder and/or a Parthus ADS holder and have sold or otherwise transferred all of your
Parthus Shares and/or Parthus ADSs, please send this document and the accompanying documents at once to the
purchaser or transferee, or to the stockbroker, bank or other agent through whom the sale or transfer was effected,
for transmission to the purchaser or transferee. If you have sold or otherwise transferred some of your Parthus Shares
and/or Parthus ADSs, you should immediately consult the stockbroker, bank or other agent through whom the sale or
transfer was effected.

This document should be read in conjunction with the accompanying Listing Particulars relating to Ceva, Inc. (to be renamed
ParthusCeva, Inc.), which have been prepared in accordance with the listing rules made under section 74 of the Financial
Services and Markets Act 2000 of the United Kingdom.

The distribution of this document and any of the accompanying documents in jurisdictions other than the United Kingdom,
Ireland or the United States may be restricted by law and therefore persons in whose possession this document or any of the
accompanying documents comes should inform themselves about and observe such restrictions. Any failure to comply with
these restrictions may constitute a violation of the securities laws of such jurisdiction.

Parthus Technologies plc

parthus

POWERINE; THE MOBILE INTERNET™

Proposed combination of
Parthus Technologies plc

and

Ceva, Inc.

by means of a

SCHEME OF ARRANGEMENT

including a
CAPITAL REPAYMENT
under sections 72 and 201 of the Companies Act, 1963 of Ireland

Notices of the Extraordinary General Meeting, the First Shareholder Court Meeting, the Second Shareholder Court Meeting,
the First Optionholder Court Meeting, the Second Optionholder Court Meeting, the Third Optionholder Court Meeting, the
Goldman Sachs Court Meeting and the Designated Shareholder Court Meeting, all of which will be held on 26 September
2002, are set out on pages 62 to 71 of this document.

Parthus Shareholders and Parthus Optionholders are asked to complete and return the relevant enclosed forms of
proxy in accordance with the instructions printed thereon as soon as possible, but in any event so as to be received by
Capita Corporate Registrars Plc, Unit 5, Manor Street Business Park, Manor Street, Dublin 7, Ireland, not later than
48 hours before the relevant meeting. If forms of proxy for the Court Meetings are not lodged by then, they may be
handed to the Chairman of the relevant Court Meeting before the start of such Court Meeting. The action to be taken
by Parthus Shareholders and Parthus Optionholders is detailed on page 12 of this document. The action to be taken by
Parthus ADS holders is detailed on page 27 of this document.

Goldman Sachs International, which is regulated in the United Kingdom by the Financial Services Authority, is acting for
Parthus in connection with the Combination, the Scheme and the Capital Repayment and for no-one else (except in its
capacity as joint sponsor of ParthusCeva in relation to the application for listing of the ParthusCeva Shares, where it is acting
for ParthusCeva and no-one else) and will not be responsible to anyone else for providing the protections afforded to
customers of Goldman Sachs International or for providing advice in relation to the Combination, the Scheme or the Capital
Repayment.

Morgan Stanley & Co. Limited, which is regulated in the United Kingdom by the Financial Services Authority, is acting for
DSPG and Ceva in connection with the Combination and the Scheme and for no-one else (except in its capacity as joint
sponsor of ParthusCeva in relation to the application for listing of the ParthusCeva Shares, where it is acting for ParthusCeva
and no-one else) and will not be responsible to anyone else for providing the protections afforded to customers of Morgan
Stanley or for providing advice in relation to the Combination or the Scheme.
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EXPECTED TIMETABLE

2002
Latest time for lodging forms of proxy for the: ,
Extraordinary General Meeting . ......................... 10:00 a.m. on 24 September!
First Shareholder Court Meeting ... ........ ... .. ... ... ... 10:10 a.m. on 24 September!
Second Shareholder Court Meeting ...................... 10:20 a.m. on 24 September!
First Optionholder Court Meeting ... ..................... 10:30 a.m. on 24 September!
Second Optionholder Court Meeting ..................... 10:40 a.m. on 24 September!
Third Optionholder Court Meeting ....................... 10:50 a.m. on 24 September!
Goldman Sachs Court Meeting . ........... ... ...cooun .. 11:00 a.m. on 24 September!
Designated Shareholder Court Meeting . .................. 11:10 a.m. on 24 September!
Extraordinary General Meeting . .................... e 10:00 a.m. on 26 September
First Shareholder Court Meeting .. ......... .. ... ... .. ... .. 10:10 a.m. on 26 September?
Second Shareholder Court Meeting .......................... 10:20 a.m. on 26 September3
First Optionholder Court Meeting .. .............. ... .. ... .. 10:30 a.m. on 26 September*
Second Optionholder Court Meeting . ............... ... ..... 10:40 a.m. on 26 September®
Third Optionholder Court Meeting . ................. ... ... .. 10:50 a.m. on 26 September®
Goldman Sachs Court Meeting . ......... ... .. ..o .. 11:00 a.m. on 26 September’
Designated Shareholder Court Meeting ....................... 11:10 a.m. on 26 September?
Initial High Court application on petition to sanction the Scheme . . . 2 October
Latest time for exercise of Parthus Options .................... 10:00 p.m. on 15 October
High Court hearing of petition to sanction the Scheme ........... 16 October
Scheme Record Time .......... ... .. ... 10:00 p.m. on 16 October®
Effective Date of the Scheme ............. ... . ... ... . ... ' 17 October?
Commencement of dealings in ParthusCeva Shares .............. 2:30 p.m. on 17 October?

Notes:

1 Itis requested that forms of proxy for the Court Meetings be lodged at least 48 hours prior to the appointed time for the relevant Court
Meeting, although forms of proxy not so lodged may be handed to the Chairman of the relevant Court Meeting before the start of such
Court Meeting and will still be valid. Forms of proxy for the Extraordinary General Meeting must be lodged at least 48 hours prior to the
Extraordinary General Meeting. Proxies for the Extraordinary General Meeting not submitted by this time will not be valid.

Or as soon thereafter as the Extraordinary General Meeting shall have concluded or been adjourned.

Or as soon thereafter as the First Shareholder Court Meeting shall have concluded or been adjourned.

Or as soon thereafter as the Second Shareholder Court Meeting shall have concluded or been adjourned.

Or as soon after as the First Optionholder Court Meeting shall have been concluded or been adjourned.

Or as soon thereafter as the Second Optionholder Court Meeting shall have concluded or been adjourned.

Or as soon thereafter as the Third Optionholder Court Meeting shall have been concluded or been adjourned.

Or as soon thereafter as the Goldman Sachs Court Meeting shall have concluded or been adjourned.

These dates are indicative only and will depend, inter alia, on the date upon which the High Court sanctions the Scheme.

ENCLOSURES
All Parthus Shareholders, Parthus ADS holders and Parthus Optionholders will find enclosed with this document
a letter from the Chief Executive Officer of Parthus and the Listing Particulars.
All Parthus Shareholders will also find enclosed with this document:
» awhite form of proxy for use at the Extraordinary General Meeting;
*  ablue form of proxy for use at the First Shareholder Court Meeting; and
+  agreen form of proxy for use at the Second Shareholder Court Meeting.

NolNoL BN B ST NIV o)

Parthus Optionholders who hold options that may be repriced in connection with the Combination will also find
enclosed with this document a yellow form of proxy for use at the First Optionholder Court Meeting.

Parthus Optionholders who hold options that are not to be repriced in connection with the Combination will also
find enclosed with this document an orange form of proxy for use at the Second Optionholder Court Meeting.

All Parthus Optionholders will also find enclosed with this document a purple form of proxy for use at the Third
Optionholder Court Meeting.

All Parthus ADS holders will also find enclosed with this document:

*  avoting instruction card; and

*  apostage paid return envelope.
Parthus Shareholders who are members of the Goldman Sachs Group will also find enclosed with this document
a pink form of proxy for use at the Goldman Sachs Court Meeting.

Holders of the Designated Shares will also find enclosed with this document a red form of proxy for use at the
Designated Shareholder Court Meeting.




Statements in this document regarding the proposed transaction among DSPG, Ceva and Parthus, including
expectations with respect to the timetable for completing the transaction, future financial and operating results,
potential benefits and synergies of the transaction, and future opportunities for the combined company, as well as
any other statements about the future expectations, beliefs, goals, plans or prospects of the managements of
DSPG, Ceva or Parthus, constitute “forward-looking” statements. Any statements that are not statements of
historical fact (including statements containing the words “believe”, “plan”, “anticipate”, “expect”, “‘estimate”
and similar expressions) should also be considered to be forward-looking in nature. There are a number of
important factors that could cause actual results or events to differ materially from those indicated by such
forward-looking statements, including the ability of management to successfully integrate the operations and
employees of Parthus and Ceva, the ability to realise anticipated synergies and cost savings, decreases in demand
for semiconductor products and other factors described in Parthus” Annual Report on Form 20-F (as amended)
and DSPG’s Annual Report on Form 10-K, each for the calendar year 2001. DSPG, Ceva and Parthus disclaim
any intention or obligation to update any forward-looking statements as a result of developments occurring after
the date of this document.

Nothing contained in this document shall constitute an offer to sell or issue, or a solicitation of any offer to
purchase or subscribe for any shares in DSPG or Parthus, nor shall it form the basis of, or be relied upon in
connection with, any contract for such purchase or subscription.

The ParthusCeva Shares to be issued pursuant to the Scheme will not be registered under the Securities Act, and
will be issued in reliance upon the exemption from the registration requirements of the Securities Act provided
by Section 3(a)(10) thereof.




PART 1
JOINT LETTER FROM THE CHAIRMEN OF PARTHUS AND DSPG

parthus

POWERING THE MOBILE INTERNET™

2 September 2002

To Parthus Shareholders, Parthus ADS holders and Parthus Optionholders
Dear Shareholder, ADS holder and Optionholder,

Proposed combination of Parthus and Ceva

On 5 April 2002, the boards of Parthus and DSPG announced that they had agreed the terms of a proposed
combination of Parthus and Ceva, the company which will, following the Spin-off, operate the DSP cores
licensing business of DSPG. The combined company will be called ParthusCeva, Inc. We are delighted that we
are now able to write to you with full details of the Combination.

The Combination will bring together the expertise of a provider of DSP architecture with the expertise of a
supplier of complete platform-level semiconductor IP solutions, to form what we believe will be a leading
independent provider of DSP-based IP solutions. The combined company will have a customer base that includes
many of the world’s largest semiconductor companies and OEMs and will be able to offer an integrated IP
solution—including communications, applications and multi-media IP built around DSP core technology.

ParthusCeva will be headquartered in San Jose, California, United States, and will have principal offices in
Dublin, Ireland, and Herzeliya, Israel. The board of directors of ParthusCeva will comprise eight members,
including five non-executive directors. The management will include executive officers of both Parthus and
Ceva.

Ceva was formed as a Delaware corporation in November 1999 and is a wholly owned subsidiary of DSPG. It is
anticipated that the transfer of the DSP cores licensing business from DSPG to Ceva, including the transfer of
related assets, liabilities and intellectual property rights and approximately US$40 million in cash, and the
distribution by DSPG of all the then issued Ceva Shares to the Stockholders of DSPG will be completed
immediately prior to the Combination becoming effective.

Under the terms of the Combination and the Capital Repayment, Parthus Shareholders will receive ParthusCeva
Shares representing approximately 49.9% of the ParthusCeva Shares in issue immediately after completion of the
Combination, together with an aggregate payment by way of a repayment by Parthus of capital of US$60 million
(approximately £39.2 million or €61.2 million). The Capital Repayment will be paid to Parthus Shareholders in
sterling provided that a Parthus Shareholder may elect to be paid in euro. Details of what exchange rate will be
applied to all payments, and how a Parthus Shareholder can elect to be paid in euro, can be found in paragraph
4(c) of Part 3 of this document. Assuming that all Parthus Options which are, at the date of this document, in-the-
money and capable of being exercised are exercised, Parthus Shareholders will receive approximately:

US$9.98 plus 1.50 ParthusCeva Shares for every 100 Parthus Shares

held by Parthus Shareholders at the Scheme Record Time and so in proportion for any other number of Parthus
Shares then held and otherwise on the terms and conditions set out in this document. Fractional entitlements of
ParthusCeva Shares shall not be issued and in lieu of such fractional entitlements Parthus Shareholders shall
receive from ParthusCeva an amount in cash (without interest) equal to such fractional entitiement multiplied by
the average of the high and low reported closing prices of ParthusCeva Shares on Nasdaq on the first five days on
which ParthusCeva Shares are quoted on Nasdaq. Such payment will be made in the same currency as the Capital
Repayment is made.

Parthus Optionholders should read paragraphs 5.3 and 9 of Part 3 of this document, which contains
further important information which is relevant to them.

Parthus ADS holders should read paragraph 11 of Part 3 of this document, which contains further
important information which is relevant to them.




The Combination has the unanimous support and recommendation of the boards of Parthus, Ceva and
DSPG. We urge you to support the Combination and, if you are a Parthus Shareholder, to vote in favour
of the resolutions to be proposed at the Extraordinary General Meeting and the Shareholder Court
Meetings and, if you are a Parthus Optionholder, to vote in favour of the resolutions to be proposed at the
relevant Optionholder Court Meetings.

The Parthus Directors intend to vote in favour of all such resolutions in respect of their own beneficial
holdings, which amount in aggregate to 158,788,522 Parthus Shares and 13,098,490 Parthus Options. This
represents as at 27 August 2002 (the last practicable day before publication of this document),
approximately:

= 26.86% of the votes capable of being cast at the EGM and the First Shareholder Court Meeting;
*  28.09% of the votes capable of being cast at the Second Shareholder Court Meeting;

= 13.38% of the votes capable of being cast at the First Optionholder Court Meeting;

*  4.61% of the votes capable of being cast at the Second Optionholder Court Meeting; and

= 12.15% of the votes capable of being cast at the Third Optionholder Court Meeting

We look forward to welcoming you as a shareholder in ParthusCeva.

Yours sincerely,

i <

Michael Peirce Eli Ayalon
Chairman Chairman
Parthus Technologies plc DSP Group, Inc.




PART 2
LETTER FROM THE CHAIRMAN OF PARTHUS

—.
parthus

POWERING THE MOBILE INTERNET™

Directors:

Michael Peirce (Non-executive Chairman)
Brian Long

Peter McManamon

Kevin Fielding

William McCabe (Non-executive)
Sven-Christer Nilsson (Non-executive)

2 September 2002
To Parthus Shareholders, Parthus ADS holders and Parthus Optionholders
Dear Shareholder, ADS holder and Optionholder,
Proposed combination of Parthus and Ceva

1. Introduction

On 5 April 2002, the boards of Parthus and DSPG announced that they had agreed the terms of a proposed
combination of Parthus and Ceva, the company which, following the Spin-off, will operate the DSP cores
licensing business of DSPG. The combined company will be called ParthusCeva, Inc.

On 11 July 2002, the IRS issued the Tax Ruling to DSPG which allows for the Spin-off to be effected on a tax-
free basis to DSPG and its shareholiders. Accordingly, the last pre-condition set out in the announcement of
5 April 2002 has been met.

I am pleased to now be writing to you to recommend the Combination, to seek your approval for the
Combination and to explain the action you should take. I draw your attention to the letter from Goldman Sachs
International set out in Part 3 of this document which gives details of the Combination. I also draw your attention
to the letter from Morgan Stanley addressed to the Ceva Directors set out in Part 4 of this document which gives
details of the estimated value of the ParthusCeva Shares (prior to the Combination) that Parthus Shareholders
will receive pursuant to the Combination and to Part 7 of this document which sets out certain additional
information. This document should be read in conjunction with the accompanying Listing Particulars.

The Combination is being unanimously supported and recommended by your directors and has the unanimous
support and recommendation of the Ceva Directors and the DSPG Directors.

2. Reasons for the Combination

The Parthus Directors and the Ceva Directors believe that the Combination represents a significant opportunity to
create a company which will be strongly positioned to become a leader in the market for DSP cores and platform-
level IP, the core technologies for digital communication and multimedia devices.

Parthus and the Ceva Business have significant but complementary strengths in technology, geographic coverage
and customer base. In particular, Parthus is an established provider of platform-level IP solutions (complete
silicon and software intellectual property solutions) targeting key technologies related to the mobile Internet.
Ceva is a licensor of DSP cores technology which is utilised in a number of products in markets such as wireless
communications, mobile computing, automotive electronics, consumer entertainment, and computer networking.
The Combination will create what we believe will be a leading independent provider of DSP-based IP solutions,
with a customer base that includes many of the world’s largest semiconductor companies and OEMs, able to
offer an integrated IP solution including communications, applications and multi-media IP built around DSP
cores technology.

ParthusCeva will be positioned to address two major industry trends. First, we believe there is currently a move
away from traditional proprietary solutions and towards open standard RISC and DSP processor architectures.
Second, increasing semiconductor product complexity and constrained time-to-market demands have led to a
growth in the licensing of complete platform level IP solutions. We believe ParthusCeva will be well positioned
to take advantage of these trends to become a leading supplier of open-standard DSP solutions.
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Key strengths of ParthusCeva are expected to include:

= expertise in both DSP cores and platform-level IP solutions (including communications, applications and
multi-media IP), that build around the DSP core;

= strong positioning in large and fast-growing markets such as wireless communications, mobile computing,
automotive electronics, consumer entertainment and computer networking;

*  strong product offerings including IP solutions for key applications such as wireless communications
(Bluetooth, 802.11, 2.5G GSM/GPRS and 3G W-CDMA) and application processing and multimedia
technologies (PDA/Smartphone for Microsoft, Symbian and Linux operating systems, mobile multimedia,
GPS, VoIP and MP3);

= strategically strong position to exploit the anticipated industry shift toward the licensing of open-standard
processor architectures;

*  blue-chip semiconductor and OEM customers (including nine out of the top-10 semiconductor companies)
with demonstrated customer retention and significant cross-selling opportunities;

*  a global sales and marketing organisation and one of the largest research and development teams in the
semiconductor IP industry; and

=  aproven business model with scaleable, high margin revenues and pro forma combined net cash position in
excess of US$80 million.

3. Board and management

The Combination provides the opportunity to draw on the current strength and depth of the management teams of
Parthus and Ceva.

The executive directors of ParthusCeva will comprise:

. Eli Ayalon, currently Chairman and Chief Executive Officer of DSPG, who will serve as Chairman of
ParthusCeva;

= Brian Long, currently Chief Executive Officer of Parthus, who will serve as Executive Vice Chairman of
ParthusCeva; and

. Kevin Fielding, currently President of Parthus, who will become Chief Executive Officer of ParthusCeva.

The board of ParthusCeva will comprise eight members in total, including five non-executive directors. The
initial five non-executives will be Zvi Limon, Bruce Mann, William McCabe, Sven-Christer Nilsson and Louis
Silver. It is intended that Peter McManamon and I will stand down on the Combination taking effect.

The additional executive officers of ParthusCeva will include:

. Gideon Wertheizer, currently Executive Vice President of DSPG, who will become Executive Vice
President-Business Development and Chief Technology Officer of ParthusCeva;

*  Eoin Gilley, currently Chief Operating Officer of Parthus, who will become Executive Vice President and
Chief Operating Officer of ParthusCeva;

. Elaine Coughlan, currently Chief Financial Officer of Parthus, who will become the Chief Financial Officer
of ParthusCeva;

. William McLean, currently Vice President-Sales of Parthus, who will become Vice President-Sales of
ParthusCeva;

. Issachar Ohana, currently Vice President-Sales of the Core Licensing Division of DSPG, who will become
Vice President and General Manager of the DSP Intellectual Property Licensing Division of ParthusCeva;
and

=  Bat-Sheva Ovadia, currently Vice President-Marketing and Business Development of DSPG, who will
become Chief Scientist-DSP Technologies of ParthusCeva.

4. Information on Ceva

Ceva is a wholly owned subsidiary of DSPG. Prior to the Combination, DSPG will contribute the Ceva Business
to Ceva and will distribute all of the then issued Ceva Shares to the Shareholders of DSPG. The Ceva Business is
a leading supplier of DSP cores to the semiconductor industry and its SmartCores™ technology is the licensed
DSP core of choice in the mobile phone market. The Ceva Business develops and licences designs of
programmable DSP cores and DSP core-based sub-systems. A programmable DSP core is a special-purpose,
software-controlled processor that, through complex mathematical calculations, analyses, manipulates and
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enhances digital voice, audio and video signals. These chips are used in a wide variety of electronic devices,
including digital mobile telephones, modems, hard disk drive controllers, MP3 players and digital cameras, and
are critical to the performance of the electronic products in which they are used. A DSP core-based sub-system
incorporates additional hardware blocks required as interfaces from the DSP core to the overall system.

Set out below are the audited balance sheet as at, and the audited income statement for the period ended on, 31
December 2001 and the unaudited balance sheet as at, and the unaudited income statement for the period ended
on, 30 June 2002. These balance sheets and income statements should be read in conjunction with the notes
to them (and the audit statement in relation to those that are audited) set out on pages F-15 and F-21 to
F-39 of the Listing Particulars.

Consolidated balance sheet for Ceva

31 December, 30 June,
2001 2002

Audited Unaudited
US$’000 US$°000

Assets

CUITENE ASSEES. & v ettt et et et e e e e e e e 8,724 10,640
Long-term investments: .. ... ... ..uuunuuennrneneeeeenanannn 1,274 1,406
Property and equipment, net: .. .......... .. 2,199 2,498
Total ASSetS: . o v oo e e e 12,197 14,544
Liabilities and stockholders’ equity and parent company investment

Current lHabilIties: ... oot 6,728 4,585
Accrued SeVETrancCe PaY: . .« .v. vttt e 1,124 1,221
Stockholders’ equity and parent company investment: ................. 4,345 8,734

Total liabilities and stockholders’ equity and parent company
INVESIMENE. .ottt e e e 12,197 14,544

Consolidated statements of income for Ceva

6 months
Year ended ended
December 31,  June 30,
2001 2002

Audited Unaudited
US$°000 US$’000

REVENUES: ..o e 25,244 8,682
CoSt Of TEVENUES: . . . o e e e e e e e e 1,251 616
Gross profit: ... 23,993 8,066
Operating eXpenses: . ... ...tuuv ittt 10,845 6,064
Operating inCome: . ... ... ... e 13,148 2,002
Financial income, net: . ... ... . . . 462 50
Income before taxes ON INCOME: . ...ttt e e e 13,610 2,052
Taxes ONINCOME:. . ... ...t e e e 3,255 542
Nt INCOMIE: . v ittt e e e e 10,355 1,510




5. Summary of the terms of the Combination

Under the terms of the Combination, Parthus Shareholders will receive ParthusCeva Shares representing
approximately 49.9% of the issued ParthusCeva Shares in issue immediately after completion of the
Combination, together with an aggregate payment by the way of the Capital Repayment of US$60 million
(approximately £39.2 million or € 61.2 million). The Capital Repayment will be paid to Parthus Shareholders in
sterling, provided that a Parthus Shareholder may elect to be paid in euro. Details of what exchange rate will be
applied to all payments, and how a Parthus Shareholder can elect to be paid in euro can be found in paragraph
4(c) of Part 3 of this document. Assuming that all Parthus Options which are, at the date of this document, in-the-
money and capable of being exercised are exercised, Parthus Shareholders will receive approximately:

US$9.98 plus 1.50 ParthusCeva Shares for every 100 Parthus Shares

held by Parthus Shareholders at the Scheme Record Time and so in proportion for any other number of Parthus
Shares then held and otherwise on the terms and conditions set out in this document. Fractional entitlements of
ParthusCeva Shares shall not be issued and in lieu of such fractional entitlements Parthus Shareholders shall
receive from ParthusCeva an amount in cash (without interest) equal to such fractional entitlement multiplied by
the average of the high and low reported closing prices of ParthusCeva Shares on Nasdaq on the first five days on
which ParthusCeva Shares are quoted on Nasdaq. Such payments will be made in the same currency as the
Capital Repayment is made.

Parthus Optionholders should read paragraphs 5.3 and 9 of Part 3 of this document, which contains
further important information which is relevant to them.

Parthus ADS holders should read paragraph 11 of Part 3 of this document, which contains further
important information which is relevant to them.

Ceva Shareholders will retain the Ceva Shares (which will be redesignated ParthusCeva Shares following the
change of name of Ceva, Inc. to ParthusCeva Inc. in connection with the Combination) they receive in the Ceva
Distribution and their rights will be unaffected. Upon completion of the Combination, Parthus will become a
wholly-owned subsidiary of ParthusCeva.

6. Structure of the Combination

The Combination is to be effected by way of a scheme of arrangement (including the Capital Repayment) under
sections 72 and 201 of the 1963 Act and is subject to the conditions set out in Part 5 of this document.

7. Details of the Scheme

The Scheme is a procedure pursuant to section 201 of the 1963 Act under which the High Court approves, inter
alia, the canceliation of Parthus Shares, the issue of new Parthus Shares to ParthusCeva and the issue to Parthus
Shareholders of new ParthusCeva Shares in return for the cancellation of the Parthus Shares. Under the Scheme,
Parthus Shareholders will receive ParthusCeva Shares representing approximately 49.9% of the issued
ParthusCeva Shares outstanding immediately after completion of the Combination. The Scheme is explained in
more detail in Part 3 of this document and is set out in full in Part 6 of this document.

8. Details of the Capital Repayment

As part of the Scheme, and following the approval of the High Court which will be sought by the Company, it is
intended that US$60 million (approximately £39.2 million or €61.2 million) will be returned to Parthus
Shareholders as a High Court approved capital repayment pursuant to section 72 of the 1963 Act. The Capital
Repayment will be effected by way of a reduction of Parthus’ share premium account and payment to Parthus
Shareholders of the amount of the reduction.

The Capital Repayment ensures that both Parthus and Ceva are contributing approximately equal cash balances
to the combined entity. Following the Combination, ParthusCeva will have in excess of US$80 million
(£52.3 million or €81.6 million) in net cash. '
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9. Proposed repricing of Parthus Options

The Company and Ceva have agreed to the repricing of certain Parthus Options, as described below. The
repricing will only take place if DSPG receives the Supplemental Tax Ruling prior to the Effective Time. If
DSPG does not receive the Supplemental Tax Ruling prior to the Effective Time, then no Parthus Options will be
repriced. , : .

If DSPG receives the Supplemental Tax Ruling prior to the Effective Time, then at the Effective Time, the
exercise price of existing Parthus Options that have an exercise price in excess of US$0.267 per Parthus Share
(US$2.67 per Parthus ADS) will be adjusted to US$0.267 per.Parthus Share (US$2.67 per Parthus ADS). The
exercise price of all other existing Parthus Options will be unaffected. Options for the acquisition of an aggregate
of 92,726,680 Parthus Shares (9,272,668 Parthus ADSs) will be adjusted, which includes options to purchase an
aggregate of 12,405,000 Parthus Shares (1,240,500 ADSs) held by Kevin Fielding, Peter McManamon and Sven-
Christer Nilsson. Mr. Fielding and Mr Nilsson will each serve as a director of ParthusCeva following the
Combination.

The Company and Ceva have agreed (subject to receipt of the Supplemental Tax Ruling) to effect the adjustment
in the exercise price of Parthus Options to create a performance-orientated environment for employees in
ParthusCeva. Many of the Parthus Options had an exercise price significantly in excess of the market price of
Parthus Shares on 24 July 2002, the date the Company and Ceva agreed to reprice the Parthus Options.
Furthermore, the distribution of the Capital Repayment to Parthus Shareholders will further reduce the market
price of Parthus Shares. As a result of the reduction in the market price of Parthus Shares, your board believes
that without this repricing these Parthus Options will no longer be a meaningful incentive for Parthus employees.
Generally, the exercise prices of Ceva’s currently outstanding options are equal to or less than the anticipated
market price of ParthusCeva Shares, based upon the terms of the Combination.

The repricing would permit both Parthus’ and Ceva’s employees to have an equally realistic possibility of
participating in any increase in share value of ParthusCeva which the Parthus Directors and the Ceva Directors
believe would enhance shareholder value by creating better performance incentives for, and thus increasing
retention of, Parthus’ employees. ‘

The repricing of the Parthus Options is included within the terms of the Scheme, which is set out in full in Part 6
of this document.

10. Changes to articles of association

The Company will also be seeking the approval of Parthus Shareholders for certain amendments to its articles of
association, to enable the implementation of the Scheme. Details of these amendments are described in paragraph
5.4 of Part 3 of this document. :

11. Employees and business ‘
Ceva has confirmed to Parthus that all existing employment rights, including pension rights; of employees of
Parthus will be fully safeguarded.

Ceva has also confirmed that it has no intentions regarding any major changes to be introduced in the business of
Parthus (including any redeployment of fixed assets of Parthus or its subsidiaries).

12. Current trading »
On 17 July 2002, the Company announced its unaudited consolidated interim results for the six months ended
30 June, 2002, which are contained in the Listing Particulars, starting at page F-41. Highlights include:
« total revenue increased 8% year-on-year to US$21.5 million, up from US$19.9 million in the first half of -
2001
* licensing and royalty revenue grew 44% year-on- year to US$18.8 million

* 13 new licensing and royalty agreements were 51gned
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* to 30 June 2002, the Company had signed a total of 87 licence deals, 59 with royalty agreements, with 56
customers; and : :

» strategic alliances expanded the Parthus portfolio with 2.5G/3G W-CDMA and W-LAN technologies.

In the limited time since 30 June 2002, your board believes that the Company’s trading is continuing in
accordance with their expectations. Parthus is currently implementing a reduction in workforce in connection
with the rationalisation of two product lines. The reduction in workforce and realignment of resources is
expected to result in the incurrence of a one-off restructuring charge during Parthus’ third quarter of fiscal 2002
in the region of US$3 million. However, there can be no assurance that the restructuring charge will not exceed
that amount.

13. Further information

Notices convening the Extraordinary General Meeting, the First Shareholder Court Meeting, the Second
Shareholder Court Meeting, the First Optionholder Court Meeting, the Second Optionholder Court Meeting, the
Third Optionholder Court Meeting, the Goldman Sachs Court Meeting and the Designated Shareholder Court
Meeting are set out on pages 62 to 71 of this document. You should read the rest of this document, which
contains important information to help you to decide how to vote. Please do not just rely on the information
contained in this letter.

Parthus Optionholders should read paragraphs 5.3 and 9 of Part 3 of this document which contains
further important information which is relevant to them.

Parthus ADS holders should read paragraph 11 of Part 3 of this document, which contains further
important information which is relevant to them.

14. Action to be taken

Implementation of the Scheme (including the Capital Repayment) will require the approval of Parthus
Shareholders at the Extraordinary General Meeting to be held at 10:00 a.m. on 26 September 2002. The Scheme
will also require the approval of various classes of Parthus Shareholders and Parthus Optionholders at the Court
Meetings, each of which have been convened by order of the High Court and will be held one after the other
following the Extraordinary General Meeting. If the Scheme becomes effective, it will be binding on all
Parthus Shareholders and Parthus Optionholders, including any holders who did not vote to approve the
Scheme.

Parthus Shareholders and Parthus Optionholders will find enclosed different coloured forms of proxy to be used
in connection with the Extraordinary General Meeting and the relevant Court Meetings (as detailed on page 3 of
this document under the heading “Enclosures”). Whether or not Parthus Shareholders or Parthus
Optionholders intend to attend these meetings, they are requested to complete and sign each form of proxy
enclosed with this document and return them in accordance with the instructions printed thereon to
Capita Corporate Registrars Plc, Unit 5, Manor Street Business Park, Manor Street, Dublin 7, Ireland, so
as to arrive as soon as possible and in any event at least 48 hours prior to the relevant meeting. If the forms
of proxy relating to the relevant Court Meetings are not lodged by then, they may be handed to the Chairman of
the relevant Court Meeting before the start of that Court Meeting. However, in the case of the Extraordinary
General Meeting, unless the white form of proxy is lodged so as to be received by the time mentioned in the
instructions on that form of proxy, it will be invalid.

The completion and return of the white form of proxy will not preclude Parthus Shareholders from attending the
Extraordinary General Meeting and voting in person, if they so wish. The completion and return of a form of
proxy for one of the Court Meetings will not preclude a Parthus Shareholder or a Parthus Optionholder from
attending the relevant Court Meeting and voting in person, if they so wish.

It is important that, for the Court Meetings in particular, as many votes as possible are cast so that the
High Court may be satisfied that there is a fair representation of Parthus Shareholder and Parthus
Optionholder opinion. You are therefore strongly urged to sign and return all relevant forms of proxy as
soon as possible.
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Parthus Optionholders should read paragraphs 5.3 and 9 of Part 3 of this document, which contains
further important information which is relevant to them.

Parthus ADS holders should read paragraph 11 of Part 3 of this document, which contains further
important information which is relevant to them.

If you are in any doubt as to the action to be taken please contact the Parthus Combination Helpline on
01 810 2468 (or +353 1 810 2468, if telephoning from outside Ireland).

15. Recommendation

The board of directors of Parthus, which has been so advised by Goldman Sachs International, considers
the terms of the Combination and the Scheme, including the Capital Repayment, to be fair and reasonable
to the Parthus Shareholders. In providing its financial advice, Goldman Sachs International has taken into
account the Parthus Directors’ commercial assessment of the merits of the Combination and the Scheme,
including the Capital Repayment.

Accordingly, the board of directors of Parthus unanimously recommends that you support the
Combination and the Scheme, including the Capital Repayment, by, if you are a Parthus Shareholder,
voting in favour of the resolutions to be proposed at the Extraordinary General Meeting and the
Shareholder Court Meetings and, if you are a Parthus Optionholder, voting in favour of the resolutions to
be proposed at the relevant Optionholder Court Meetings.

The Parthus Directors intend to vote in favour of all such resolutions in respect of their own beneficial
holdings, which amount in aggregate to 158,788,522 Parthus Shares and 13,098,490 Parthus Options. This
represents, as at 27 August 2002 (the last practicable day before publication of this document),
approximately:

»  26.86% of the votes capable of being cast at the EGM and the First Shareholder Court Meeting;
*  28.09% of the votes capable of being cast at the Second Shareholder Court Meeting;

=  13.38% of the votes capable of being cast at the First Optionholder Court Meeting;

*  4.61% of the votes capable of being cast at the Second Optionholder Court Meeting; and

= 12.51% of the votes capable of being cast at thé Third Optionholder Court Meeting.

Yours sincerely,

(4 ’/,

—

Michael Peirce
Chairman
Parthus Technologies plc
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PART 3
EXPLANATORY STATEMENT
(in compliance with section 202 of the 1963 Act)

Goldman Sachs International
(Registered in England No. 2263951)

Registered Office:
Peterborough Court, 133 Fleet Street, London EC4A-2BB
Regulated by The Financial Services Authority

goldman
achs

2 September 2002

To Parthus Shareholders, Parthus ADS holders and Parthus Optionholders.
Dear Shareholder, ADS holder and Optionhoider,

Proposed combination of Parthus and Ceva
1. Introduction

On 5 April 2002, the boards of Parthus and DSPG announced that they had agreed to the terms of a proposed
combination of Parthus and Ceva, the company which will, following the Spin-off, operate the DSP cores
licensing business of DSPG. The Combination is to be effected by means of a scheme of arrangement of Parthus
under sections 72 and 201 of the 1963 Act, including the Capital Repayment. It is intended that the combined
company will be called ParthusCeva.

Your attention is drawn to the joint letter from the Chairmen of Parthus and DSPG set out in Part 1 of
this document and to the letter from the Chairman of Parthus set out in Part 2 of this document, each of
which forms part of this Explanatory Statement. These letters contain, inter alia, information on the
reasons for the Combination, the composition of the propesed board of directors and management of
ParthusCeva and the unanimous recommendation by the board of Parthus to Parthus Shareholders and
Parthus Optionholders to vote in favour of the resolutions to be proposed at the Extraordinary General
Meeting, the Shareholder Court Meetings and the Optionholder Court Meetings.

The Parthus Directors intend to vote in favour of the resolutions to be proposed at the Extraordinary
General Meeting, the relevant Shareholder Court Meetings and the relevant Optionholder Court Meetings
in respect of their own beneficial holdings, which amount in aggregate to 158,788,522 Parthus Shares and
13,098,490 Parthus Options.

This represents, as at 27 August 2002 (the last practicable day before publication of this document),
approximately:

*»  26.86% of the votes capable of being cast at the EGM and the First Shareholder Court Meeting;

*  28.09% of the votes capable of being cast at the Second Shareholder Court Meeting;

= 13.38% of the votes capable of being cast at the First Optionholder Court Meeting;

*  4.61% of the votes capable of being cast at the Second Optionholder Court Meeting; and

*  12.15% of the votes capable of being cast at the Third Optionholder Court Meeting,

Irrevocable undertakings to vote in favour of the resolutions to be proposed at the Extraordinary General
Meeting and the Shareholder Court Meetings have been given by those persons referred to in paragraph
4.9 of Part 7 of this document over a total of 215,010,809 Parthus Shares (including those Parthus Shares

beneficially held by Parthus Directors), representing approximately 36.37% of Parthus’ issued share
capital.

The Parthus Directors have been advised by Goldman Sachs International in connection with the Combination
and the Scheme (including the Capital Repayment). We have been authorised by the Parthus Directors to write to
you to explain the Scheme and to provide you with other relevant information.

The Scheme is set out in full in Part 6 of this document. Your attention is also drawn to Parts 4 and 7 of this
document and to the information regarding Ceva and Parthus set out in the Listing Particulars.
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2. Summary of the terms of the Combination

Under the Combination, Parthus Shareholders will receive ParthusCeva Shares representing approximately
49.9% of the ParthusCeva Shares in issue immediately after completion of the Combination, together with an
aggregate payment by way of the Capital Repayment of US$60 million (approximately £39.2 million or €61.2
million). The Capital Repayment will be paid to Parthus Shareholders in sterling, provided that a Parthus
Shareholder may elect to be paid in euro. Details of what exchange rate will be applied to all payments, and how
a Parthus Shareholder can elect to be paid in euro, can be found in paragraph 4(c) of this Part 3. Assuming that
all Parthus Options which are, at the date of this document, in-the-money and capable of being exercised are
exercised, Parthus Shareholders will receive approximately:

US$9.98 plus 1.50 ParthusCeva Shares for every 100 Parthus Shares

held by Parthus Shareholders at the Scheme Record Time and so in proportion for any other number of Parthus
Shares then held and otherwise on the terms and conditions set out in this document. Fractional entitlements of
ParthusCeva Shares shall not be issued and in lieu of such fractional entitlements Parthus Shareholders shall
receive from ParthusCeva an amount in cash (without interest) equal to such fractional entitlement multiplied by
the average of the high and low reported closing prices of ParthusCeva Shares on Nasdag on the first five days on
which ParthusCeva Shares are quoted on Nasdaq. Such payments will be made in the same currency as the
Capital Repayment is made.

Parthus Optionholders should read paragraphs 5.3 and 9 of this Part 3, which contains further important
information which is relevant to them.

Parthus ADS holders should read paragraph 11 of this Part 3, which contains further important
information which is relevant to them.

Ceva Shareholders will retain the Ceva Shares (which will be redesignated ParthusCeva Shares following the
change of name of Ceva, Inc. to ParthusCeva, Inc. in connection with the Combination) they receive following
the Ceva Distribution and their rights will be unaffected. Upon completion of the Combination, Parthus will
become a subsidiary of ParthusCeva.

The ParthusCeva Shares to be issued pursuant to the Scheme will be issued credited as fully paid and will rank
pari passu in all respects with the existing ParthusCeva Shares, including the right to receive all dividends and
other distributions declared, paid or made thereon from the date of issue.

Immediately following the Combination, Parthus Shareholders will hold approximately 49.9% and Ceva
Shareholders will hold approximately 50.1% of the ParthusCeva Shares in issue.

3. Financial effects of the Combination

The following shows (for illustrative purposes only and assuming the exercise of all Parthus Options which are,
at the date of this.document, in-the-money and capable of being exercised) the financial effects in euro for.a
holder of one hundred Parthus Shares if the Scheme becomes effective. No account is taken of fractional
entitlements, or any liability to taxation, in assessing the financial effects of the Scheme becoming effective.

Each holder of 100 Parthus Shares at the Scheme Record Time will receive:

= acash payment of €10.18 (approximately £6.52 or US$9.98); and

. 1.50 ParthusCeva Shares, which on the basis of the Morgan Stanley valuation is valued at approximately
€19.56 to €25.58 (£12.52 to £16.38 or US$19.17 to US$25.07), as at 27 August 2002, being the latest
practicable date before publication of this document. Part 4 of this document contains the Morgan Stanley
valuation, which assumes ParthusCeva is a standalone entity and has not merged with Parthus.

=  The Morgan Stanley valuation would imply a value of approximately €117,664,101 to €153,868,439
(approximately £75,325,778 to £98,502,941 or US$115,300,441 to US$150,777,500) for the entire issued
share. capital (assuming all Parthus Options which are at the date of this document, in-the-money and
capable of being exercised are exercised) of Parthus as at 27 August 2002, being the latest practicable date
before publication of this document.

This amounts to an aggregate total consideration of €29.74 to €35.76 (approximately £19.04 to £22.89 or
US$29.15 to US$35.04) per 100 Parthus Shares so held.

For details of exchange rates used in calculating the amounts detailed in this paragraph, please refer to paragraph
14 of Part 7 of this document.

Parthus ADS holders should read paragraph 11 of Part 3 of this document, which contains further
important information which is relevant to them.
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4, Listings, dealings and settlement

Application has been made for the quotation of the ParthusCeva Shares on Nasdaq. Application has also been
made to the UK Listing Authority for the ParthusCeva Shares to be admitted to the Official List and to the
London Stock Exchange for such shares to be admitted to trading on the London Stock Exchange’s market for
listed securities. The applications are expected to become effective and dealings in the ParthusCeva Shares on
Nasdaq and the London Stock Exchange are expected to commence at 2:30 p.m. on the Effective Date which,
subject to the approval of the High Court, is expected to be 17 October 2002.

Dealings in Parthus Shares will be suspended with effect from start of trading on the Effective Date. The existing
listing of Parthus Shares on the Official List and their admission to trading on the London Stock Exchange’s
market for listed securities, and the quotation of Parthus ADSs on Nasdaq, will then be cancelled immediately
after admission of the ParthusCeva Shares to the Official List.

Subject to the Combination becoming effective (and except as provided in paragraph 10 of this Part 3 in relation
to certain overseas Parthus Shareholders), settlement of the Capital Repayment and ParthusCeva Shares to which
any Parthus Shareholder is entitled under the Combination will be effected in the following manner:

(a) Parthus Shares in uncertificated form (that is, in CREST)

To facilitate trading of ParthusCeva Shares in uncertificated form for those Parthus Shareholders who
currently hold Parthus Shares in a stock account in CREST (“Uncertificated Holders”), ParthusCeva intends
that the ParthusCeva Shares to which Uncertificated Holders will be entitled should initially be delivered,
held and settled in CREST by means of the CREST International Settlement Links Service, and in particular
CRESTCo’s established link with The Depositary Trust & Clearing Corporation (“DTCC”), the US
settlement and clearance system. This link operates via the services of CREST International Nominees,
which is a participant in DTCC. Under the CREST International Settlement Links Service, CREST
Depository Limited, a subsidiary of CRESTCo, issues dematerialised depository interests representing
entitlements to non-UK securities such as ParthusCeva Shares, known as CREST Depository Interests
(“CDIs”). CDIs are independent securities constituted under English law, which may be held and transferred
through the CREST System. Details of the arrangements for the service are contained in the CREST
International Manual (November 2001) issued by CRESTCo.

Accordingly, the ParthusCeva Shares to which Uncertificated Holders will be entitled will be transferred to
CREST International Nominees’ account at DTCC, and CREST Depository Limited will then issue CDIs
(representing ParthusCeva Shares) to Capita Corporate Registrars Plc (as receiving agent), who will
thereupon deliver through CREST to the appropriate stock account in CREST of the Uncertificated Holder
concerned, such shareholder’s entitlement to CDIs. The stock account concerned will be an account under
the same participant ID and member account ID as the Uncertificated Holder currently has. Following
distribution of the CDIs, holders of CDIs will be entitled to arrange for the transfer of their ParthusCeva
Shares (as represented by CDIs) to other CREST holders, or to another participant in DTCC, if they so wish.

As from the Effective Date, each holding of Parthus Shares credited to any stock account in CREST will be
disabled.

ParthusCeva reserves the right to settle all or any part of the ParthusCeva Shares referred to in this
paragraph for all or any Uncertificated Holder(s) in certificated form in the manner referred to in paragraphs
4(b) and 4(c) below if, for any reason, it wishes to do so.

The relevant proportion of the Capital Repayment to which an Uncertificated Holder is entitled will be paid
through CREST in cleared Central Bank funds in favour of the Uncertificated Holder’s payment bank in
respect of the amount due.

Parthus reserves the right to settle all or any part of the Capital Repayment referred to in this paragraph for
all or any Uncertificated Holder by way of cheque in the manner referred to in paragraphs 4(b) and 4(c)
below.

The crediting of CDI’s and the payment of the Capital Repayment through CREST will take place no later
than the expiry of the period of 14 days from the Effective Date.
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(b)

(c)

The payment through CREST in relation to Uncertificated Holders and the despatch of cheques in relation
to Certificated Holders shall be full satisfaction of the rights of a Parthus Shareholder in relation to the
Capital Repayment.

Parthus Shareholders should note that they will have no rights in respect of ParthusCeva Shares or
CDIs representing them against CRESTCo or its subsidiaries.

ParthusCeva intends to establish arrangements under which holders of CDIs will be able to receive
notices of meetings of holders of ParthusCeva Shares and reports and accounts and other documents
issued by ParthusCeva to its stockholders. CDIs do not currently enable the holders of CDIs to vote at
stockholders meetings, but ParthusCeva intends to establish arrangements under which holders of
CDIs will be able to give directions as to voting at future stockholder meetings in generally the same
way as holders of ParthusCeva Shares held through DTCC are able to give directions as to voting in
respect of their ParthusCeva Shares. A custody fee, as determined by CRESTCo, is charged to users
for the use of CDIs.

Parthus Shares in certificated form

Where, at the Scheme Record Time, a Parthus Sharcholder holds Parthus Shares in certificated form
(“Certificated Holder”), the ParthusCeva Shares to which such Certificated Holder is entitled will be issued
in certificated form. Definitive certificates for ParthusCeva Shares will be despatched to Certificated
Holders by first-class post (or by such other method as may be approved by the Panel) to the address
appearing in the register of members of Parthus at the Scheme Record Time or to such other address of the
holder as is notified as a change of address in writing by a Parthus Shareholder to the Company prior to the
Effective Date and, in the case of joint holders, to the holder whose name stands first in such register in
respect of the joint holdings concerned.

The relevant proportion of the Capital Repayment to which a Certificated Holder is entitled will be paid by
the issue of a cheque in favour of the Certificated Holder.

Definitive certificates for ParthusCeva Shares and cheques for the Capital Repayment will be despatched to
Certificated Holders not later than the expiry of the period of 14 days from the Effective Date.

General

All documents and remittances sent by or to Parthus Shareholders, or as such persons shall direct, will be
sent at their own risk and will be sent by post either to the holder’s address as set out on the register of
members at the Scheme Record Time or to such other address of the holder as is notified as a change of
address in writing by a Parthus Shareholder to the Company prior to the Effective Date and in the case of
joint holders, to the holder whose name stands first in such register in respect of the joint holdings
concerned.

In relation to ParthusCeva Shares to be issued in certificated form, temporary documents of title will not be
issued pending the despatch by post of definitive certificates for such ParthusCeva Shares as referred to in
paragraph 4(b) above. Pending the issue of definitive certificates for such ParthusCeva Shares, former
Parthus Shareholders wishing to register transfers of such ParthusCeva Shares will be required to produce
their existing Parthus Share certificates to ParthusCeva’s transfer agent (i) who in the case of UK resident
holders of ParthusCeva Shares is Capita IRG Plc, Balfour House, 390-398 High Road, Ilford, Essex,
IG1 INQ, United Kingdom; and (ii) in the case of all other holders of ParthusCeva Shares is American
Stock Transfer & Trust Company, 6201 15 Avenue, Brooklyn, NY 11219, USA. On the registration of any
such transfers, the transferee will receive a new ParthusCeva Share certificate.

Once the definitive certificates for such ParthusCeva Shares have been issued, Parthus Shareholders will be
bound on the request of Parthus to return their certificates for Parthus Shares to Parthus for cancellation.

Mandates in force at the Effective Date relating to the payment of dividends and other instructions given by
Parthus Shareholders will, unless revoked, be deemed as from the Effective Date to relate to the
corresponding ParthusCeva Shares.
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Parthus Shareholders at the Scheme Record Time will receive their relevant proportion of the Capital
Repayment (and cash in lieu of any fractional entitlement) in sterling, unless they elect to receive the
payment in euro by application in writing to Capita Corporate Registrars Plc, Unit 5, Manor Street Business
Park, Manor Street, Dublin 7, Ireland to be received prior to the Effective Date. All payments will be
rounded down to the nearest whole penny or euro cent, as the case may be. The despatch of cheques to
Certificated Holders entitled thereto and the payment through CREST to Uncertificated Holders entitled
thereto shall take place no later than the expiry of the period of 14 days from the Effective Date. All
payments will be made at the relevant exchange rate as shown by the noon buying rate as quoted on
Bloomberg (CRNCY BQ) on the business day prior to: (i) in relation to payments to Uncertificated Holders,
the day the payment is made through CREST; or (ii) in relation to payments to Certificated Holders, the day
the cheques are despatched to Certificated Holders. The actual amount of sterling or euro, as the case may
be, received by a Parthus Shareholder will depend upon the relevant prevailing exchange rate on the date
funds are converted, which may not be the same exchange rate as was prevailing at the Effective Time.

Ceva has confirmed that, except as provided for in the Scheme or otherwise with the consent of the Panel,
settlement of the ParthusCeva Shares and any other payment to which a Parthus Shareholder is entitled to receive
from Ceva will be implemented in full without regard to any lien, right of set-off, counter claim or other
analogous right to which Ceva may be, or claim to be, entitled against such shareholder.

Parthus ADS holders should read paragraph 11 of this Part 3, which contains further important
information which is relevant to them.

5. Structure of the Combination
5.1 The Scheme

The Combination is to be effected by way of a scheme of arrangement of Parthus (including the Capital
Repayment) under sections 72 and 201 of the 1963 Act.

As part of the Scheme, it is intended that US$60 million (approximately £39.2 million or €61.2 million) will be
returned to Parthus Shareholders as a High Court approved capital repayment pursuant to section 72 of the 1963
Act. The Capital Repayment will be effected by way of cancellation of an amount of US$60 million standing to
the credit of Parthus’ share premium account and the payment of this sum, in proportion to Parthus Shareholders’
holdings, to Parthus Shareholders. Amounts payable to Parthus Shareholders will be payable in sterling provided
that a Parthus Shareholder may elect to be paid in euro. Details of what exchange rate will be applied to all
payments, and how a Parthus Shareholder can elect to be paid in euro can be found in paragraph 4(c) of this
Part 3.

Assuming that all Parthus Options which are, at the date of this document, in-the-money and capable of being
exercised are exercised, Parthus Shareholders who are on the register of Parthus at the Scheme Record Time will
receive approximately:

US$9.98 plus 1.50 ParthusCeva Shares for every 100 Parthus Shares

Fractional entitlements of ParthusCeva Shares shall not be issued and in lieu of such fractional entitlements
Parthus Shareholders shall receive from ParthusCeva an amount in cash (without interest) equal to such
fractional entitlement multiplied by the average of the high and low reported closing prices of ParthusCeva
Shares on Nasdaq on the first five days on which ParthusCeva Shares are quoted on Nasdaq. Such payments will
be made in the same currency as the Capital Repayment is made.

On the Scheme becoming effective, the entire issued share capital of Parthus (other than the Designated Shares)
as at the Effective Time will be cancelled. 580,000,000 new shares will be issued by Parthus to ParthusCeva by
capitalisation of €174,000 of the reserves arising from such cancellation so that Parthus becomes a wholly owned
subsidiary of ParthusCeva.

Parthus ADS holders should read paragraph 11 of this Part 3, which contains further important
information which is relevant to them.

If the Scheme becomes effective, it will be binding on all Parthus Shareholders and Parthus Optionholders,
including any holders who did not vote to approve the Scheme.
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The Scheme authorises Parthus to pay all costs and expenses incurred in relation to the negotiation, preparation,
approval and implementation of the Scheme. The full text of the Scheme is set out in Part 6 of this document.

5.2 Conditions

The Combination is to be effected by way of the Scheme (including the Capital Repayment) and is subject to a
number of conditions set out in full in Part 5 of this document.

The Scheme, which includes the Capital Repayment, will require approval by Parthus Shareholders at the
Extraordinary General Meeting and the Shareholder Court Meetings and by the Parthus Optionholders at the
Optionholder Court Meetings. In addition, the Scheme, which includes the Capital Repayment, will require
approval of the Parthus Shareholders who are members of the Goldman Sachs Group at the Goldman Sachs
Court Meeting and approval of holders of the Designated Shares at the Designated Shareholder Court Meeting.
The Parthus Meetings and the nature of the approvals required to be given at each of them are described in more
detail in paragraph 6 below. Ceva has agreed to undertake to the High Court to be bound by the Scheme and to
take all steps necessary or desirable to give effect to it.

The Combination can only become effective if all conditions to the Combination, including approvals at the
Parthus Meetings and the sanction of the High Court, have been satisfied (or, where appropriate, waived).
Parthus Shareholders and Parthus Optionholders are entitled to attend the relevant Court Meetings in person or
by proxy to support or oppose the sanctioning of the Scheme. The Scheme (including the Capital Repayment)
will become effective upon the delivery for registration to the Companies Registration Office in Dublin of a copy
of the Final Court Order(s) and the minute approved by the High Court confirming the Capital Reduction and the
registration of such order(s) and minute. Unless the Scheme becomes effective by not later than 31 December
2002, or such later date as Parthus and Ceva may agree and the Panel and the High Court may allow, the Scheme
will lapse, the Combination will not proceed and the Capital Repayment will not be made.

5.3 Proposed repricing of Parthus Options

The Company and Ceva have agreed to the repricing of certain Parthus Options, as described below. The
repricing will only take place if DSPG receives the Supplemental Tax Ruling prior to the Effective Time. If
DSPG does not receive the Supplemental Tax Ruling prior to the Effective Time, then no Parthus Options will be
repriced.

If DSPG receives the Supplemental Tax Ruling prior to the Effective Time, then at the Effective Time, the
exercise price of existing Parthus Options that have an exercise price in excess of US$0.267 per Parthus Share
(US$2.67 per Parthus ADS) will be adjusted to US$0.267 per Parthus Share (US$2.67 per Parthus ADS). Options
for the acquisition of an aggregate of 92,726,680 Parthus Shares (9,272,668 Parthus ADSs) will be adjusted,
which includes options to purchase an aggregate of 12,405,000 Parthus Shares (1,240,500 ADSs) held by Kevin
Fielding, Peter McManamon and Sven-Christer Nilsson. Mr. Fielding and Mr. Nilsson will each serve as a
director of ParthusCeva following the Combination. The exercise price of all other existing Parthus Options will
be unaffected.

The Company and Ceva have agreed (subject to receipt of the Supplemental Tax Ruling) to effect the adjustment
in the exercise price of Parthus Options to create a performance-orientated environment for employees in
ParthusCeva. Many of the Parthus Options had an exercise price significantly in excess of the market price of
Parthus Shares on 24 July 2002, the date the Company and Ceva agreed to reprice the Parthus Options.
Furthermore, the distribution of the Capital Repayment to Parthus Shareholders will further reduce the market
price of Parthus Shares. As a result of the reduction in the market price of Parthus Shares, the Company believes
that without this repricing these Parthus Options will no longer be a meaningful incentive for Parthus employees.
Generally, the exercise prices of Ceva’s currently outstanding options are equal to or less than the anticipated
market price of ParthusCeva Shares, based upon the terms of the Combination.

The repricing would permit both Parthus’ and Ceva’s employees to have an equally realistic possibility of
participating in any increase in share value of ParthusCeva which the Company and Ceva believe would enhance
shareholder value by creating better performance incentives for, and thus increasing retention of, Parthus’
employees.

The repricing of the Parthus Options is included within the terms of the Scheme, which is set out in full in Part 6
of this document.

5.4 Amendment to Parthus’ articles of association

It is proposed, as part of the second resolution to be proposed at the Extraordinary General Meeting, subject to
the Scheme becoming effective, to amend Parthus’ articles of association to ensure that Parthus Shares issued,

19




upon the exercise of Parthus Options or otherwise to any person other than ParthusCeva, its subsidiary
undertakings or any person on behalf of any of them, at or after the Scheme Record Time will automatically be
exchanged for new ParthusCeva Shares on the same terms as under the Scheme. This will avoid any person
(other than ParthusCeva, its subsidiary undertakings or any person on behalf of any of them) being left with
Parthus Shares after dealings in such shares have ceased on the London Stock Exchange (which will occur at the
close of business on the business day after the Effective Date). Part (ii) of resolution 2 set out in the notice of
Extraordinary General Meeting at the end of this document seeks Parthus Shareholders’ approval for such
amendments.

5.5 Securities Act considerations

Parthus and Ceva have been advised that the ParthusCeva Shares may be issued to holders of Parthus Shares
under the Scheme without registration under the Securities Act pursuant to an exemption provided by Section
3(a)(10) of the Securities Act. This will not affect the application which has been made for the quotation of the
ParthusCeva Shares on Nasdag.

For the purpose of qualifying for the exemption from the registration requirements of the Securities Act
described above, Parthus will advise the High Court that its sanctioning of the Scheme will be relied upon by
Ceva as a court approval of the Scheme following a hearing on its fairness to Parthus Shareholders at which
hearing all such holders are entitled to attend in person or through counsel to support or oppose the sanctioning
of the Scheme and with respect to which notification has been given to all such holders (either at the holder’s
address as set out on the register of members or such other address as a holder may direct).

6. Parthus Meetings

The Scheme will require the approval of Parthus Shareholders at the Extraordinary General Meeting, the
Shareholder Court Meetings and the approval of Parthus Optionholders at the Optionholder Court Meetings. In
addition, the Scheme will require approval of the Parthus Shareholders who are members of the Goldman Sachs
Group at the Goldman Sachs Court Meeting and of the holders of Designated Shares at the Designated
Shareholder Court Meeting. All such meetings will be held on 26 September 2002.

Notices of the Extraordinary General Meeting, the First Shareholder Court Meeting, the Second Shareholder
Court Meeting, the First Optionholder Court Meeting, the Second Optionholder Court Meeting, the Third
Optionholder Court Meeting, the Goldman Sachs Court Meeting and the Designated Shareholder Court Meeting
are set out on pages 62 to 71 of this document. Entitlement to attend and vote at these meetings and the number
of votes which may be cast thereat will be determined, in relation to the Extraordinary General Meeting and the
Shareholder Court Meetings, by reference to the register of members of Parthus at 10:00 p.m. on the day prior to
the day immediately preceding the relevant meeting and, in relation to the Optionholder Court Meetings, by
reference to the register of optionholders of Parthus at 10:00 p.m. on the day prior to the day immediately
preceding the relevant meeting.

6.1 Extraordinary General Meeting

The Extraordinary General Meeting has been convened for 10:00 a.m. on 26 September 2002 to enable Parthus
Shareholders to consider and, if thought fit, pass:

(a) an ordinary resolution (which requires a vote in favour of a simple majority of the votes cast) to approve the
Scheme;

(b) a special resolution (which requires a vote in favour of not less than 75% of the votes cast):

(i) toapprove the Capital Repayment;
(ii) to approve the Capital Reduction;

(iii) to disapply the operation of statutory pre-emption rights under section 24(1) of the Companies
(Amendment) Act, 1983 in respect of the issue of Parthus Shares to ParthusCeva (and/or its nominees);

(iv) to amend the articles of association of Parthus in the manner described in paragraph 5.4 above; and
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(c) an ordinary resolution to authorise the directors of Parthus:

(i) toissue relevant securities pursuant to section 20 of the Companies (Amendment) Act, 1983;
(i) to increase the Company’s share capital; and

(iii) to apply €174,000 arising out of the cancellation of the Parthus Shares in paying up in full 580,000,000
new Parthus Shares. .

Each Parthus Shareholder present in person or by proxy is entitled to vote at the Extraordinary General Meeting.
On a show of hands each Parthus Shareholder will have one vote and on a poll each Parthus Shareholder will
have one vote for each Parthus Share held.

6.2 Court Meetings

Each of the Court Meetings has been convened for 26 September 2002 in accordance with the direction of the
High Court to enable the Parthus Shareholders and the Parthus Optionholders to consider and, if thought fit,
approve the Scheme. At each of the Court Meetings, voting will be by poll. In relation to the Shareholder Court
Meetings, each relevant member present in person or by proxy will be entitled to one vote for each Parthus Share
held. In relation to the Optionholder Court Meetings, each relevant Parthus Optionholder present in person or by
proxy will be entitled to one vote for each Parthus Share over which they have a Parthus Option (or ten votes for
each Parthus ADS over which they have a Parthus Option).

The approval required at each Court Meeting is a simple majority in number of those persons who are present
and voting in person or by proxy representing: (i) in the case of the Shareholder Court Meetings, not less than
75% in nominal value of the Parthus Shares held by those Parthus Shareholders entitled to vote and who vote in
person or by proxy; and (ii) in the case of the Optionholder Court Meetings, not less than 75% in number of the
Parthus Shares represented by the Parthus Options held by those Parthus Optionholders entitled to vote and who
vote in person or by proxy. :

6.3 Voting at each Parthus Meeting

All Parthus Shareholders are entitled to vote at the Extraordinary General Meeting and the First Shareholder
Court Meeting. If you are entitled to attend, a white form of proxy for use at the Extraordinary General Meeting
and a blue form of proxy for use at the First Sharcholder Court Meeting are enclosed.

N

All Parthus Shareholders other than Parthus Shareholders who are members of the Goldman Sachs Group or
holders of Designated Shares are entitled to vote at the Second Shareholder Court Meeting. If you are entitled to
attend, a green form of proxy is enclosed for use at the Second Shareholder Court Meeting.

All Parthus Optionholders who have Parthus Options with an exercise price in excess of US$0.267 per Parthus
Share (US$2.67 per Parthus ADS) are entitled to vote at the First Optionholder Court Meeting. If you are entitled
to attend, a yellow form of proxy is enclosed for use at the First Optionholder Court Meeting.

All Parthus Optionholders who have Parthus Options with an exercise price at or less than US$0.267 per
Parthus Share (US$2.67 per Parthus ADS) are entitled to vote at the Second Optionholder Court Meeting. If you
are entitled to attend, an orange form of proxy is enclosed for use at the Second Optionholder Court Meeting.

All Parthus Optionholders are entitled to vote at the Third Optionholder Court Meeting. If you are entitled to
attend, a purple form of proxy is enclosed for use at the Third Optionholder Court Meeting.

Parthus Shareholders who are members of the Goldman Sachs Group are entitled to vote at the Goldman Sachs
Court Meeting. If you are entitled to attend, a pink form of proxy is enclosed for use at the Goldman Sachs Court
Meeting.

Parthus Shareholders who hold Designated Shares are entitled to attend the Designated Shareholder Court
Meeting. If you are entitled to attend, a red form of proxy is enclosed for use at the Designated Shareholder Court
Meeting.

7. The Parthus Directors and the effect of the Scheme (including the Capital Repayment) on their
interests

The effect of the Scheme on the interests of the Parthus Directors, details of which are set out in paragraph 4 of
Part 7 of this document, does not differ from its effect on the like interests of any other holder of Parthus Shares
save that: (i) the Parthus Directors, in common with the other Parthus Optionholders, will be able to exercise
their options or exchange their Parthus Options for options over ParthusCeva Shares as described in paragraph 9
below; and (ii) Parthus Options held by Kevin Fielding, Peter McManamon and Sven-Christer Nilsson will, if the
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Supplemental Tax Ruling is received by DSPG prior to the Effective Time, be repriced as described in paragraph
9 below. It is proposed that certain of the Parthus Directors, namely Brian Long, Kevin Fielding, William
McCabe and Sven-Christer Nilsson, be appointed to the board of ParthusCeva upon completion of the
Combination. ‘

8. Taxation"

The comments set out below summarise the Irish, United Kingdom and United States taxation treatment
of the Scheme. They are based on existing law and what is understood to be current Irish Revenue
Commissioners, Inland Revenue and IRS practice. For a summary of the Irish, United Kingdom and
United States taxation treatment of holding ParthusCeva Shares, please refer to paragraph 12 of Part 3 of
Section I of the Listing Particulars, starting on page xx.

The comments are intended as a general guide and apply to persons resident for tax purposes in Ireland,
the United Kingdom and the United States who hold Parthus Shares and/or Parthus ADSs as an
investment and not as securities to be realised in the course of a trade and who are the absolute beneficial
owners thereof. If you are in any doubt about your taxation pesition, or if you are resident or otherwise
subject to taxation in a jurisdiction outside Ireland, the United Kingdom or the United States, you should
consult your own professmnal advisers immediately.

Future leglslatlve, _]ﬂdlClal or administrative changes or interpretations could alter or modify statements
and conclusions set forth below, and these changes or interpretations cquld be retroactive and could affect
the tax consequences to Parthus Shareholders of the Capital Repayment and the Combination.

8.1 Irish Taxation

The following summary is only intended as a brief and general guide to the main aspects of current Irish
tax law and Irish Revenue practice (which may change in the future) applicable to the Scheme of
Arrangement. It is not intended to provide specific advice and no action should be taken or omitted to be
taken in reliance upon it. The comments below relate only to Irish tax and are addressed to investors who
are resident and, in the case of individuals, ordinarily resident in Ireland for tax purposes at all relevant
times and are the absolute beneficial owners of Parthus Shares held as investments and not, therefore, to
special classes of shareholders such as financial institutions. Accordingly, its applicability will depend upon
the particular circumstances of individual shareholders. The summary is not exhaustive and does not
generally consider tax reliefs, clawbacks or exemptions. Any Parthus Shareholder who is in any doubt as
to his Irish tax position in relation to the Scheme of Arrangement should consult his Irish professional
adyviser.

Capital Repayment

Capital gains tax

Under Irish tax legislation, the Capital Repayment made as part of the Scheme of Arrangement should be treated
as a part disposal by Parthus Shareholders of their existing Parthus Shares for Irish capital gains tax purposes.
Such part disposal may, depending on the Parthus Shareholder’s individual circumstances (including the
availability of exemptions, indexation and allowable losses), give rise to a liability to taxation on chargeable
gains. The Capital Repayment should not be treated as an income distribution and should not give rise to a charge
to tax on income.

Broadly, any chargeable gain accruing in respect of the cash consideration received by a Parthus Shareholder on
the Capital Repayment will be computed by deducting the appropriate part of the base cost of the Parthus
Shareholder’s existing Parthus Shares (after indexation relief) from the cash received. The part of the base cost
which can be deducted is determined by splitting the base cost in the ratio which the cash received bears to the
market value of the shares prior to the Capital Repayment. Indexation relief generally operates so as to increase
the acquisition cost of an asset for tax purposes in line with the consumer price index. Indexation relief cannot be
used to create or augment a loss.

The balance of base cost not deducted will be treated as the base cost of ParthusCeva Shares issued under the
Scheme of Arrangement (see below for further comments).

Stamp duty

No stamp duty will be payable by Panhus Shareholders as a result of recelvmg cash by virtue of the Capital
Repayment.
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Issue of ParthusCeva Shares under the Scheme of Arrangement

Capital gains tax

For the purposes of Irish taxation of chargeable gains, share for share relief should be available to Parthus
Shareholders in respect of the cancellation of their existing Parthus Shares and the issue to them of ParthusCeva
Shares. Accordingly, such Parthus Shareholders should not be treated as making a disposal of their Parthus
Shares for the purposes of Irish taxation of capital gains, and the ParthusCeva Shares issued should be treated as
the same asset and as having been acquired at the same time as the Parthus Shares. The ParthusCeva Shares will
therefore have the same base cost as the remaining Parthus Shares they replace. '

An application was made to the Irish Revenue Commissioners to seek confirmation that share for share relief
would be available and satisfactory confirmation has been issued.

Stamp duty

No stamp duty will be payable on the cancellation of Parthus Shares or the issue of ParthusCeva Shares under the
Scheme of Arrangement.

8.2 United Kingdom Taxation '

The following summary is only intended as a brief and general guide to the main aspects of current UK tax
law and Inland Revenue practice (which may change in the future) applicable to the Scheme of
Arrangement. It is not intended to provide specific advice and no action should be taken or omitted to be
taken in reliance upon it. The comments below relate only to UK tax and are addressed to investors who
are resident and, in the case of individuals, ordinarily resident in the UK for tax purposes at all relevant
times and are the absolute beneficial owners of Parthus Shares held as investments and not, therefore, to
special classes of shareholders such as financial institutions. Accordingly, its applicability will depend upon
the particular circumstances of individual shareholders. The summary is not exhaustive and does not
generally consider tax reliefs or exemptions. Any Parthus Shareholder who is in any doubt as to his UK
tax position in relation to the Scheme of Arrangement should consult his UK professional adviser.

Capital Repayment

Capital gains tax

The Capital Repayment made under the Scheme of Arrangement is expected to be treated by the UK Inland
Revenue as a part disposal by Parthus Shareholders of their existing Parthus Shares for UK capital gains tax
purposes. Such part disposal may, depending on the Shareholder’s individual circumstances (including the
availability of exemptions and allowable losses), give rise to a liability to taxation on chargeable gains. It is not
expected that the Capital Repayment will be treated by the UK Inland Revenue as an income distribution or that
it will give rise to a charge to tax on income.

Broadly, any chargeable gain accruing in respect of the cash consideration received by a Shareholder on the
Capital Repayment will be computed by deducting the appropriate part of the base cost of the Shareholder’s
existing Parthus Shares from the cash received. The part which can be deducted is determined by splitting the
base cost in the ratio which the cash received bears to the market value of the shares prior to the Capital
Repayment. The balance of base cost not deducted will be treated as the base cost of ParthusCeva Shares issued
under the Scheme of Arrangement (see below for further comments).

Sharcholders are advised that clearance has been granted by the Board of the UK Inland Revenue under Section
707 of the Income and Corporation Taxes Act 1988 in respect of the Capital Repayment.

(i) Individual shareholders

Where an individual shareholder acquired his or her existing Parthus Shares prior to April 1998, indexation
allowance on the acquisition cost of the existing Parthus Shares will ordinarily be available up to 5 April 1998.
No indexation allowance will be available where an individual shareholder acquired his or her existing Parthus
Shares after 31 March 1998. Instead, for periods after 5 April 1998, the rate of capital gains tax paid by an
individual is effectively reduced the longer he or she has owned the relevant Parthus Shares. This is known as
taper relief.

(ii) Corporatevshareholders

For corporate shareholders, indexation allowance will be available on the allowable cost of the existing Parthus
Shares up to the date of the part disposal of those shares by way of the Capital Repayment. Indexation allowance
operates in the manner described in the preceding paragraph. As with individual shareholders, the indexation
allowance cannot be used to create or augment a loss for tax purposes.
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Stamp duty and stamp duty reserve tax (“SDRT”)

No stamp duty or SDRT should be payable by Parthus Shareholders as a result of receiving cash by virtue of the
Capital Repayment.

Issue of ParthusCeva Shares under the Scheme of Arrangement
Capital gains tax

For the purposes of UK taxation of chargeable gains, reorganisation relief should be available to Parthus
Shareholders in respect of the cancellation of their existing Parthus Shares and the issue to them of ParthusCeva
Shares. Accordingly, such Parthus Shareholders should not be treated as making a disposal of their Parthus
Shares for the purposes of UK taxation of capital gains, and the ParthusCeva Shares issued should be treated as
the same asset and as having been acquired at the same time as the Parthus Shares. The ParthusCeva Shares will
therefore have the same base cost as the remaining Parthus Shares they replace. '

Parthus Shareholders are advised that clearance has been granted by the Board of the Inland Revenue under
Section 707 of the Income and Corporation Taxes Act 1988 in respect of the Scheme of Arrangement. Parthus
Shareholders who, either alone or together with persons connected with them, hold more than 5% of the shares in
Parthus are advised that clearance has been granted by the UK Inland Revenue under the provisions of Section
138 of the Taxation of Chargeable Gains Act 1992 in respect of the Scheme of Arrangement. Accordingly, the
Board of the Inland Revenue has confirmed it is satisfied that the Scheme of Arrangement is effected for bona
fide commercial reasons and does not form part of a scheme or arrangement of which the main purpose, or one of
the main purposes, is an avoidance of liability to capital gains tax or corporation tax.

Stamp duty and SDRT

No stamp duty or SDRT should be payable on the cancellation of Parthus Shares or the issue of ParthusCeva
Shares under the Scheme of Arrangement.

Other tax matters

Special tax provisions may apply to Parthus Shareholders who have acquired or acquire their Parthus Shares by
exercising options under the Parthus Share Schemes, including provisions imposing a charge to income tax.

8.3 United States Taxation

The discussion below summarises the material US federal income tax considerations generally applicable to US
holders of Parthus Shares who: (i) receive their pro-rata portion of the Capital Repayment; and (ii) pursuant to
the Combination, exchange their Parthus Shares for ParthusCeva Shares and, as applicable, cash in lieu of a
fractional entitlement. For the purposes of this Paragraph 8.3, a “US holder” is a beneficial owner of Parthus
Shares that is, for federal income tax purposes: (i) an individual who is a citizen or resident of the United States;
(ii) a corporation created or organised under the laws of the United States or any state or political subdivision
thereof; (iii) an estate the income of which in includible in gross income for federal income tax purposes
regardless of its source; or (iv) a trust, the administration of which is subject to the primary supervision of a
United States court and which has one or more United States persons who have authority to control all substantial
decisions of the trust. For US federal income tax purposes, income earned through a foreign or domestic
partnership or similar entity is attributed to its owner. The discussion below is based on the current provisions
of the Code, currently applicable United States Treasury Regulations promulgated thereunder, and
judicial and administrative decisions and rulings. No ruling from the IRS has been or will be sought with
respect to the Capital Repayment, the Scheme or the ownership of ParthusCeva Shares.

The discussion below does not purport to address all aspects of US federal income taxation that may affect
particular Parthus Shareholders in light of their individual circumstances, and is not intended for
shareholders subject to special treatment under US federal income tax law. Shareholders subject to special
treatment include, without limitation, insurance companies, tax-exempt organisations, financial
institutions, broker-dealers, shareholders who hold their Parthus Shares as part of a hedge, appreciated
financial position, constructive sale, straddle or conversion transaction, shareholders who do not hold their
Parthus Shares as capital assets and shareholders who have acquired their Parthus Shares upon exercise
of employee options or otherwise as compensation.

The following discussion is not intended to be a complete analysis or description of all potential US federal
income tax consequences or any other tax consequences of the Capital Repayment, the Combination, or
the ownership of ParthusCeva Shares. In addition, this discussion does not consider the effect of applicable

24




state or local tax laws. Moreover, this discussion does not address the tax consequences of transactions
effectuated prior or subsequent to, or concurrently with, the Capital Repayment and Combination
(whether or not such transactions are undertaken in connection with the Capital Repayment and
Combination), the consequences of the assumption by ParthusCeva of the Parthus Share Schemes or the
consequences of the repricing of Parthus Options. Parthus Shareholders are urged to consult their own tax
advisors as to the particular tax consequences to them as a result of the Capital Repayment and the
Combination, including the applicability and effect of any state or local tax laws, and changes in applicable
tax laws.

Capital Repayment
Income tax and Capital gains

A US holder of Parthus Shares who receives his or her pro-rata portion of the Capital Repayment will be treated
as receiving a dividend to the extent of his or her pro-rata share of the current and accumulated earnings and
profits of Parthus (if any) as determined under US federal income tax law. Dividends paid to holders that are US
corporations may be eligible for the dividends received deduction. To the extent that the Capital Repayment
exceeds the current and accumulated earnings and profits of Parthus, a US holder of Parthus Shares will be
treated first as receiving a non-taxable return of capital reducing the holder’s tax basis in the Parthus Shares. Any
amount of the Capital Repayment in excess of the US holder’s tax basis will be treated as capital gain.

Issue of ParthusCeva Shares under the Scheme of Arrangement

Capital gains

A US holder will recognise no gain or loss on the exchange of its Parthus Shares for ParthusCeva Shares
pursuant to the Combination, except to the extent of cash received in lieu of a fractional entitiement. Cash
payments received by a US holder in lieu of a fractional entitlement generally will be treated as capital gain (or
loss) measured by the difference between the amount of the cash payment received and the holder’s tax basis in
the shares of Parthus exchanged that is allocable to the fractional entitlement. The aggregate tax basis of a US
holder in the ParthusCeva Shares received in the Combination will be the same as the aggregate tax basis in such
holder’s Parthus Shares after such basis has been adjusted, if required, for the Capital Repayment, reduced by the
amount of any tax basis allocable to any fractional entitlement. The holding period of a US holder in the
ParthusCeva Shares received in the Combination will include the holding period for the Parthus Shares
exchanged therefor.

9. Share schemes

The Company and Ceva have agreed to the repricing of certain Parthus Options, as described below. The
repricing will only take place if DSPG receives the Supplemental Tax Ruling prior to the Effective Time. If
DSPG does not receive the Supplemental Tax Ruling prior to the Effective Time, then no Parthus Options will be
repriced.

If DSPG receives the Supplemental Tax Ruling prior to the Effective Time, then at the Effective Time, the
exercise price of existing Parthus Options that have an exercise price in excess of US$0.267 per Parthus Share
(US$2.67 per Parthus ADS) will be adjusted to US$0.267 per Parthus Share (US$2.67 per Parthus ADS). Options
for the acquisition of an aggregate of 92,726,680 Parthus Shares (9,272,668 Parthus ADSs) will be adjusted,
which includes options to purchase an aggregate of 12,405,000 Parthus Shares (1,240,500 ADSs) held by Kevin
Fielding, Peter McManamon and Sven-Christer Nilsson. Mr. Fielding and Mr. Nilsson will each serve as a
director of ParthusCeva following the Combination.

Pursuant to the Combination, ParthusCeva will assume all Parthus Options that are outstanding at the Effective
Date and the Parthus Share Schemes that govern them. The Parthus Options will continue with the same terms
and conditions, except that they will become options to purchase ParthusCeva Shares and will be adjusted so that
the number of ParthusCeva Shares purchasable upon the exercise of each assumed Parthus Option will be equal
to the number of Parthus Shares (or such Parthus Shares underlying any ADSs), that a Parthus Optionholder
would have received upon exercise prior to the Combination, multiplied by the Ordinary Share Allotment Ratio.
In addition to the adjustment referred to in the last sentence, the exercise price of Parthus Options will also be
adjusted proportionately.

Holders of Parthus Options who wish to participate in the Capital Repayment must exercise their options prior to
10:00 p.m. two business days prior to the Effective Date. Only Parthus Options that are vested as of such date
may be exercised. No Parthus Options may be exercised during the period beginning at 10:00 p.m. two business
days prior to the Effective Date and ending at 2:30 p.m. on the Effective Date. It is currently expected that the
Effective Date will be 17 October 2002, subject to approval of the Scheme by the High Court.
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The tax consequences of the Parthus Options (including their repricing, if applicable) and the options over
ParthusCeva Shares will be governed by the country in which you are a tax resident. Optionholders are
recommended to consult with their personal tax adviser with respect to the tax consequences in their
country of residence of the Parthus Options and the options over ParthusCeva Shares, as well as any other
federal, foreign, state, provincial and local tax consequences that may be applicable to them. Moreover, a
holder of Parthus Options who is a citizen or resident of a country other than the country in which he or
she works, or who is subject to the tax laws of more than one country, or who changes his or her residence
or citizenship during the term of the options, should consult his or her tax adviser.

10. Overseas shareholders

As regards Parthus Shareholders or Parthus ADS holders resident in, or citizens of, jurisdictions outside Ireland,
the United Kingdom and the United States (“overseas shareholders™), the Combination may be affected by the
laws of the relevant jurisdictions. Such overseas shareholders should inform themselves about and observe any
applicable legal requirements. It is the responsibility of each of the overseas shareholders to satisfy themselves as
to the full observance of the laws of the relevant jurisdiction in connection therewith, including the obtaining of
any governmental, exchange control or other consents which may be required, or the compliance with other
necessary formalities which are required to be observed and the payment of any issue, transfer or other taxes due
in such jurisdiction.

In any case, where the issue of a new ParthusCeva Share would infringe the laws of any jurisdiction outside
Ireland, the United Kingdom or the United States or necessitate compliance with any special requirement, the
Scheme provides that such shares shall either be issued to a nominee and then sold or issued to the overseas
holder and sold on his behalf, in each case, with the net proceeds of sale being remitted to the overseas
shareholder. Payments of any net proceeds of sale shall be made in the same manner as the payment of the
Capital Repayment detailed in paragraphs 4(b) and 4(c) of this Part 3.

11. Treatment of Parthus ADSs

Each Parthus ADS represents 10 Parthus Shares. JPMorgan Chase Bank, as depositary, holds the Parthus Shares
underlying the Parthus ADSs. Accordingly, the Depositary, as a Parthus Shareholder, will, assuming that all
Parthus Options which are, at the date of this document, in-the-money and capable of being exercised are
exercised, be entitled to approximately:

US$9.98 plus 1.50 ParthusCeva Shares for every 100 Parthus Shares

held by it at the Scheme Record Time and so in proportion for any other number of Parthus Shares then held by
it.

Accordingly, on the Effective Date (or as soon as practicable thereafter and in any event no later than 14 days
after the Effective Date), the Depositary will arrange that there will be distributed directly to Parthus ADS
holders their proportionate entitlement to the Capital Repayment and the ParthusCeva Shares, in the following
approximate proportions:

US$9.98 plus 1.50 ParthusCeva Shares for every 10 Parthus ADSs

held by Parthus ADS holders at the Scheme Record Time and so in proportion for any other number of Parthus
ADSs then held and otherwise on the terms and conditions set out in this document and the Deposit Agreement.
Fractional entitlements of ParthusCeva Shares shall not be issued.

Parthus ADS holders at the Scheme Record Time will receive their relevant proportion of the Capital Repayment
(net of ADS cancellation fees) in US dollars unless they elect to receive the payment in euro by contacting the
Depositary, on (781) 575 4328 (or +1 781 575 4328, if telephoning from outside the United States) and arranging
cancellation of their ADSs or by ceasing to hold ADSs in book entry form so, in each case, as to become a holder
of record of Parthus Shares with sufficient time to then elect to receive payment in euro in accordance with
paragraph 4(c) of Part 3 of this document. If you elect to be paid in euro, such payment will be made at the
exchange rate as shown by the noon buying rate as quoted on Bloomberg (CRNCY BQ) on the business day prior
to the day cheques are despatched to Parthus ADS holders. The actual amount of euro, received by a holder of
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Parthus ADSs will depend upon the relevant prevailing exchange rate on the date funds are converted, which
may not be the same exchange rate as is prevailing at the Effective Time. All payments shall be rounded down to
the nearest whole US cent or euro cent, as the case may be. Cheques will be despatched to Parthus ADS holders
no later than 14 days after the Effective Date.

Parthus ADS holders at the Scheme Record Time who hold ADSs in certificated form will receive their relevant
proportion of the ParthusCeva Shares in certificated form.

Parthus ADS holders at the Scheme Record Time who hold ADSs in book entry form will receive their relevant
proportion of the ParthusCeva Shares by way of a credit to their relevant book entry account, although the
ParthusCeva reserves the right to settle all or any part of the ParthusCeva Shares in certificated form.

The despatch of certificates for ParthusCeva Shares and/or the crediting of book entry accounts will take place no
later than 14 days after the Effective Date.

All certificates and cheques shall be sent to Parthus ADS holders at their own risk and will be sent by post either
to the holder’s address as set out on the register of Parthus ADS holders at the Scheme Record Time or to such
other address of the holder as is notified as a change of address in writing by a Parthus ADS holder to the
Depositary prior to the Effective Date and in the case of joint holders, to the holder whose name stands first in
such register in respect of the joint holdings concerned.

It should be noted that holders of Parthus ADSs will not be entitled to attend the Parthus Meetings or to be
present at the Court Hearing. The Depositary will vote in accordance with the instructions it receives from
Parthus ADS holders. Details of how Parthus ADS holders can instruct the Depositary to vote are contained in
the enclosed voting instruction card. It is important that, for the Shareholder Court Meetings in particular,
as many votes as possible are cast so that the High Court may be satisfied that there is a fair
representation of Parthus Shareholder opinion. You are therefore strongly urged to sign and return the
voting instruction card to the Depositary as soon as possible.

Holders of Parthus ADSs who wish to attend the First Shareholder Court Meeting, the Second Shareholder Court
Meeting and/or the Extraordinary General Meeting or to be present at the Court Hearing should take steps to
present their Parthus ADSs to the Depositary, JPMorgan Chase Bank, for cancellation and delivery of Parthus
Shares so as to become holders of record of Parthus Shares prior to the relevant voting record time for the First
Shareholder Court Meeting, the Second Shareholder Court Meeting or the Extraordinary General Meeting or
prior to the Court Hearing; as the case may be. The date for the First Shareholder Court Meeting, the Second
Shareholder Court Meeting and the Extraordinary General Meeting is 26 September 2002. If Parthus ADS
holders wish to attend the First Shareholder Court Meeting, the Second Shareholder Court Meeting and/or the
Extraordinary General Meeting, they must present their Parthus ADSs to the Depositary for cancellation by no
later than 19 September 2002, although no guarantee can be given by the Depositary that it will be able to
procure that the relevant Parthus ADS holder becomes a holder of record of Parthus Shares in time for the
relevant meetings. The expected date of the Court Hearing is 16 October 2002. If Parthus ADS holders wish to
attend the Court Hearing they must present their Parthus ADSs to the Deposnary for cancellation by no later than
9 October 2002, although no guarantee can be given by the Depositary that it will be able to procure that the
relevant Parthus ADS holder becomes a holder of record of Parthus Shares in time for the Court Hearing.

Upon the Combination becoming effective: (i) the Parthus Shares underlying the Parthus ADSs represented
thereby will be cancelled; and (ii) Parthus will take steps to terminate the Parthus ADS facility. In accordance
with the terms of the Deposit Agreement, holders of Parthus ADSs will be charged a fee of US$5.00 for each 100
Parthus ADSs (or a portion thereof) cancelled. Such fee will be deducted by the Depositary from the relevant
proportion of the Capital Repayment due to holders of Parthus ADSs.
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12. Action to be taken
Your attention is drawn to paragraph 14 of the letter from the Chairman of Parthus set out in Part 2 of this
document which explains the actions you should take in relation to the Scheme.

If you are in any doubt as to the action to be taken, please contact the Parthus Combination Helpline on
01 810 2468 (or +353 1 810 2468 if telephoning from outside Ireland) .
13. Further information

The text of the Scheme is set out in full in Part 6 of this document. Further information regarding Parthus and
Ceva is set out in the Listing Particulars. Details of documents available for inspection are given in paragraph 15
of Part 7 of this document. '

Yours faithfully,

Paul Harvey
Managing Director
Goldman Sachs International
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PART 4
ESTIMATE OF VALUE OF PARTHUSCEVA SHARES

The following is the full text of a letter from Morgan Stanley & Co. Limited to the Directors of Ceva:

MORGAN STANLEY

The Directors,

Ceva, Inc.

3120 Scott Boulevard
Santa Clara
CA94043

2 September 2002
Dear Sirs,

Ceva, Inc. (to be renamed ParthusCeva, Inc. (“ParthusCeva’))
Recommended Combination with Parthus Technologies plc

Pursuant to the requirements of the Takeover Code, we are writing to provide an estimate of the value of
ParthusCeva Shares to be issued to Parthus Shareholders pursuant to the Combination. Capitalised terms used in
this letter will, unless otherwise stated, have the same meaning given to them in the circular being sent to Parthus
Shareholders in relation to the Scheme and dated 2 September 2002 (the “Circular”).

Purpose

This estimate of value has been provided to the Directors of Ceva solely for the purposes of Rule 24.10 of the
Takeover Code, and shall not be used or relied upon for any other purpose whatsoever. It is not addressed to and
may not be relied upon by any third party and we expressly disclaim any duty or liability to any third party with
respect to the contents of this letter.

This letter sets out our opinion as to the value of each ParthusCeva Share, assuming such shares are in issue as at
27 August 2002 (being the latest practicable date prior to the publication of the Circular) and assuming a willing
buyer and seller, neither being under any compulsion to buy or sell, dealing on an arm’s length basis, each having
knowledge of all relevant facts. Our opinion assumes that ParthusCeva is a standalone entity and has not
merged with Parthus.

This estimate of value does not represent the value that a holder of a ParthusCeva Share may realise on any
future disposal, which value may be higher or lower than the figure in this letter. Morgan Stanley assumes no
obligation to update its estimate of value at any date in the future, save as required by Rule 24.14 of the Takeover
Code.

Overview

ParthusCeva Shares to be issued to holders of Parthus Shares in exchange for the cancellation of the Parthus
Shares pursuant to the Combination are currently unlisted and therefore do not have a public valuation.
Immediately prior to completion of the Combination, it is intended that ParthusCeva Shares will be distributed to
DSPG shareholders in a tax-free reorganisation and will, upon completion of the Combination, become
immediately publicly tradable with a primary listing on Nasdaq and a secondary listing on the Official List. It
should be noted that at no stage is it envisaged that ParthusCeva Shares will be publicly traded in their own right
prior to completion of the Combination.

Information
In arriving at our estimate of value, we have, among other things:

(1) reviewed certain publicly available financial statements and other business and financial information
relating to Ceva;
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(i1) reviewed certain internal financial statements and other financial and operating data concerning Ceva
prepared by, the management of Ceva;

(iii) reviewed certain financial projections prepared by the management of Ceva;

(iv) compared the financial performance of Ceva with that of certain other publicly traded companies
comparable to Ceva;

(v) participated in discussions with the board of Ceva; and

(vi) considered such other factors and performed such other analyses as we considered appropriate.

We have relied on and assumed, without independent verification, the accuracy and completeness of the
information reviewed by us for the purposes of this opinion. With respect to the financial projections, we have
assumed that they have been reasonably and properly prepared on bases reflecting the best currently available
estimates and judgements of the future financial performance of Ceva. We have not made any independent
valuation or appraisal of the assets and liabilities of Ceva nor have we sought or been provided with any such
valuation or appraisal. Our opinion is necessarily based on financial, economic, market and other conditions as in
effect on, and the information made available to us as of, 27 August 2002.

The valuation of non-publicly traded securities is inherently imprecise and is subject to certain uncertainties and
contingencies, all of which are difficult to predict and are beyond our control. In performing its analysis, Morgan
Stanley has made numerous assumptions with respect to industry performance and general business, economic
and market conditions (in particular the current economic cycle and its impact on the semiconductor industry),
many of which are beyond the control of Ceva. Consequently, the view expressed in this letter is not necessarily
indicative of: (i) the price at which ParthusCeva Shares might actually trade in any public market as at 27 August
2002 or at any future date; or (ii) the amount which might be realised upon a sale of ParthusCeva or ParthusCeva
Shares to another third party, and this valuation may differ substantially from estimates available from other
sources. Investments may fall as well as rise in value and changes in exchange rates may have an adverse effect
on value, price or income from an investment. In addition, our view would be expected to fluctuate with changes
in prevailing market conditions, the financial conditions and prospects of Ceva and other factors which generally
influence the valuation of companies and securities.

Methodology

Morgan Stanley has used the valuation methodologies generally used in the semiconductor and the broader
technology industries. These include, inter alia, valuation analysis based on certain valuation multiples of
comparable public companies (including Parthus) and net present value analysis using discounted equity values.
Morgan Stanley has also reviewed DSPG’s market valuation and Ceva’s financial contribution to DSPG. Using
these methodologies and taking into account the information, factors, assumptions and limitations set out in this
letter, Morgan Stanley has produced an estimated value range per ParthusCeva Share. For the purposes of
calculating the per share value set out in this letter, we have assumed that ParthusCeva will have 10,172,036
shares outstanding on a fully diluted basis immediately following its separation from DSPG.

The taxation position of individual shareholders will vary and so we have not taken account of the effects of any
taxation exemptions, allowances or reliefs available for income, capital gains or inheritance tax purposes,
notwithstanding that these may be significant in the case of some shareholders.

No account has been taken of the dealing costs a holder of ParthusCeva Shares might incur and it has been
assumed that there is no dealing spread (the difference between a buying and selling price quoted by a market
maker).

General

Morgan Stanley is acting as financial advisor to DSPG and Ceva in connection with the Combination with
Parthus. Morgan Stanley will receive fees from Ceva in respect of these advisory services including a transaction
fee, which is contingent upon completion of the Combination.

Morgan Stanley expresses no opinion or recommendation as to whether shareholders should accept the
Combination or any opinion as to the fairness of the financial terms of the Combination.
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Opinion
On the basis of and subject to the foregoing, we are of the view that, if a ParthusCeva Share had been in issue as
at 27 August 2002 (being the latest practicable date prior to the publication of the Circular) the estimated value

range per ParthusCeva Share as at that date would have been approximately €13.04 to €17.06 (approximately
£8.35 t0 £10.92 or US$12.78 to US$16.71).

Yours faithfully
For and on behalf of Morgan Stanley & Co. Limited

Philip Apostolides
Executive Director
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PART 5

CONDITIONS TO THE IMPLEMENTATION OF THE
SCHEME AND THE COMBINATION

The Combination is subject to the following conditions:

1.

The respective obligations of each party to the Combination Agreement to effect the Combination are
subject to the satisfaction prior to the Effective Date of the following conditions, any of which may be
waived by the parties acting together:

(a)
(b

(©)

(d)

(e)

®

(2

()

®

the Ceva Contribution and the Ceva Distribution shall have occurred;

Parthus shall have obtained all approvals of the Parthus Shareholders and Parthus ADS holders
necessary to approve the Scheme (including the Capital Reduction and the Capital Repayment) and all
the transactions contemplated thereby, and the High Court shall have sanctioned the Scheme;

all requisite steps for implementation of the Scheme (including the Capital Reduction and the Capital
Repayment) shall have been taken and become unconditional and effective, other than the filing of the
Final Court Orders with the Companies Registration Office, Dublin;

other than the filing of the evidence of consummation of the Scheme, all authorisations, consents,
orders or approvals of, or declarations or filings with, or expirations of waiting periods imposed by, any
Governmental Entity in connection with the Scheme and the consummation of the other transactions
contemplated by the Combination Agreement, the failure of which to file, obtain or occur is reasonably
likely to have a Ceva Material Adverse Effect, or a Parthus Material Adverse Effect, shall have been
filed, been obtained or occurred on terms and conditions which could not reasonably be likely to have a
Ceva Material Adverse Effect or a Parthus Material Adverse Effect;

the Form S-1 shall have become effective under the Securities Exchange Act of 1934, as amended, or
the parties shall have been advised by the SEC or its staff that the Form S-1 will be made effective
upon notice that the Ceva Distribution has occurred, and no stop order suspending the effectiveness of
the Form S-1 shall have been issued and no proceeding for that purpose, and no similar proceeding
with respect to the Form S-1 shall have been initiated or threatened in writing by the SEC or its staff;

the UK Listing Authority shall have agreed to admit the ParthusCeva Shares to the Official List and the
London Stock Exchange shall have agreed to admit all of the ParthusCeva Shares issued pursuant to
the Scheme to trading on the London Stock Exchange’s market for listed securities;

the listing of the ParthusCeva Shares shall have been approved, subject to notices of issuance, by the
Nasdaq National Market, Inc;

unless otherwise agreed by Ceva, each person or entity which will be a 10% shareholder or a
controlling shareholder (within the meaning of Treasury Regulation Sections 1.355-7T(h)(9) and
1.355-7T(h)(3) respectively) of ParthusCeva after the Effective Date shall have entered into an
agreement in form and substance satisfactory to the parties to the Combination Agreement in which
such person or entity: (i) certifies that it has not discussed or solicited the acquisition of stock in DSPG
or Ceva by another person with such person; and (ii) agrees not to enter into an agreement,
undertaking, arrangement or substantial negotiations, as such terms are defined in Treasury Regulation
Section 1.355-7T(h)(1), until the end of the one-year period following the Effective Date concerning
the purchase of any additional ParthusCeva Shares;

no Governmental Entity of competent jurisdiction shall have enacted, issued, promulgated, enforced or
entered any order, executive order, stay, decree, judgment or injunction (preliminary or permanent) or
statute, rule or regulation which is in effect and which has the effect of making the Combination illegal
or otherwise prohibiting consummation of the Combination or the other transactions contemplated by
the Combination Agreement or the Scheme; and
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there shall not be instituted or pending any action or proceeding by any Governmental Entity: (i)
seeking to restrain, prohibit or otherwise interfere with the ownership or operation by DSPG, Ceva, or
any subsidiary of DSPG or Ceva to be contributed to Ceva in the Ceva Contribution, of all or any
portion of the business of Parthus or any of Parthus’ subsidiaries or of DSPG, Ceva or any of their
respective subsidiaries; or to compel DSPG, Ceva or any of their respective subsidiaries to dispose of
or hold separate all or any portion of the business or assets of Parthus or any of Parthus’ subsidiaries or
of DSPG, Ceva or any of their respective subsidiaries; (ii) seeking to impose or confirm limitations on
the ability of DSPG, Ceva or any of their respective subsidiaries effectively to exercise full rights of
ownership of the Parthus Ordinary Shares including the right to vote any such shares on any matters
properly presented to stockholders; or (iii) seeking to require divestiture by DSPG, Ceva or any of their
respective subsidiaries of any such shares. ' ' ‘

The obligations of Ceva to effect the Combination are subject to the satisfaction on or prior to the Effective
Date of each of the following additional conditions, any of which may be waived in writing exclusively by
DSPG and Ceva:

(@)

(b)

(©

(@

the representations and warranties of Parthus set forth in the Combination Agreement and in any
certificate or other writing delivered by Parthus pursuant to the Combination Agreement shall be true
and correct: (i) as of the date of the Combination Agreement (except, in the case of this clause (i), to
the extent such representations and warranties are specifically made as of a particular date, in which
case such representations and warranties shall be true and correct as of such date); and (ii) as of the
Effective Date as though made on and as of the Effective Date {except; in the case of this clause (ii):
(x) to the extent such representations and warranties are specifically made as of a particular date, in
which case such representations and warranties shall be true and correct as of such date; (y) for changes
contemplated by the Combination Agreement or the Schéme; or (z) where the failures to be true and
correct (without regard to any materiality, Parthus Material Adverse Effect or knowledge qualifications
contained therein), individually or in the aggregate, have not had, and are not reasonably likely to have,
a Parthus Material Adverse Effect); and DSPG and Ceva shall have received a certificate signed on
behalf of Parthus by the chief executive officer or the chief financial officer of Parthus to such effect;

Parthus shall have performed in all material respects all obligations required to be performed by it
under the Combination Agreement on or prior to the time on the Effective Date at which the Scheme
becomes effective; and Ceva shall have received a certificate signed on behalf of Parthus by the chief
executive officer or the chief financial officer of Parthus to such effect;

Parthus shall have obtained: (i) all consents and approvals of certain named third parties; and (ii) any
other consent or approval of any third party (other than a Governmental Entity), the failure to obtain
which, individually or in the aggregate, is reasonably likely to have a Parthus Material Adverse Effect;
and

each of the Parthus Directors and executive officers of Parthus and each beneficial owner of 3.5% or
more of the outstanding Parthus Shares (including those in the form of Parthus ADSs) of which Parthus
has knowledge shall have executed a voting agreement pursuant to which such party shall agree to vote
all of its shares of ParthusCeva Common Stock with respect to elections of members of the Board of
Directors of ParthusCeva, for the Ceva nominees, and with respect to all other matters to be voted on
by the shareholders of ParthusCeva, either in accordance with the recommendations of the board of
directors of ParthusCeva, or for or against any such matter in the same proportion as the shares owned
by all other shareholders (excluding the holder and any transferee or arrangee of the holder who is an
affiliate of such holder) are voted with respect to such matters, if the board of directors makes no such
recommendation.

The obligation of Parthus to effect the Combination is subject to the satisfaction on or prior to the Effective
Date of each of the following additional conditions, any of which may be waived, in writing, exclusively by
Parthus:

(a)

the representations and warranties of DSPG and Ceva set forth in the Combination Agreement and in
any certificate or other writing delivered by DSPG and Ceva pursuant hereto shall be true and correct:
(i) as of the date of the Combination Agreement (except, in the case of this clause (i), to the extent such
representations and warranties are specifically made as of a particular date, in which case such
representations and warranties shall be true and correct as of such date); and (ii) as of the Effective
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(b)

(c)

Date as though made on and as of the Effective Date (except, in the case of this clause (ii): (x) to the
extent such representations and warranties are specifically made as of a particular date, in which case
such representations and warranties shall be true and correct as of such date; (y) for changes
contemplated by the Combination Agreement or the Scheme; or (z) where the failures to be true and
correct (without regard to any materiality, Ceva Material Adverse Effect or knowledge qualifications
contained therein), individually or in the aggregate, have not had, and are not reasonably likely to have,
a Ceva Material Adverse Effect); and Parthus shall have received a certificate signed on behalf of
DSPG and Ceva by the chief executive officer or the chief financial officer of each of DSPG and Ceva
to such effect;

DSPG and Ceva shall have performed in all material respects all obligations required to be performed
by them under the Combination Agreement on or prior to the time on the Effective Date at which the
Scheme becomes effective, and Parthus shall have received a certificate signed on behalf of DSPG and
Ceva by the chief executive officer or the chief financial officer of each of DSPG and Ceva to such
effect; and

DSPG and Ceva shall have obtained: (i) all consents and approvals of certain named parties; and (ii)

-any other consent or approval of any third party (other than a Governmental Entity), the failure to

obtain which, individually or in the aggregate, is reasonably likely to have a Ceva Material Adverse
Effect.
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PART 6
SCHEME OF ARRANGEMENT
THE HIGH COURT

2002 No. 371 COS.

IN THE MATTER OF PARTHUS TECHNOLOGIES PLC

and

IN THE MATTER OF THE COMPANIES ACT, 1963

SCHEME OF ARRANGEMENT

(under section 201 of the Companies Act, 1963)

between

PARTHUS TECHNOLOGIES PLC

and

THE HOLDERS OF SCHEME SHARES

(as hereinafter defined)

and

THE HOLDERS OF COMPANY SHARE OPTIONS

(as hereafter defined)

Preliminary

In this Scheme, unless inconsistent with the subject or context, the following expressions bear the following

meanings:

“ADS”

“business day”
“Capital Repayment”

“Company”

“Company Ordinary Shares”

s

“Company Share Option Plans’

“Company Share Options”

“Court”

an American Depositary Share, representing 10 Company Ordinary
Shares

a day (other than a Saturday or Sunday) on which banks are open for
business in Dublin, London and New York, as appropriate

the payment to be made by the Company to Relevant Holders pursuant to
Clauses 1{A)(i) and 2(A)

Parthus Technologies plc, a public limited company incorporated in
Ireland under the Companies Acts, 1963 to 1990, with registered number
234615

ordinary shares, nominal value 0.03c each, in the capital of the Company

all share option plans of the Company including the Parthus 2000 Share
Option Plan and the Company’s Chicory Systems Inc. 1999 Stock
Option/Stock Issuance Plan

options to purchase Company Ordinary Shares or ADSs pursuant to the
Company Share Option Plans or otherwise

the High Court of Ireland
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“Court Meeting”

“CREST”

“CRESTCo”

“Designated Shares”

“DSPG”

“Effective Date”

“Effective Time”
“euro” Or “€97
“Hearing Date”

“holder”

“Irish Takeover Rules”

“Nasdaq”

“Order”

“Ordinary Share
Allotment Ratio”

“ParthusCeva”

“ParthusCeva Common Stock™

the meeting, or, where relevant, meetings of separate classes of holders
of Company Ordinary Shares and holders of Company Share Options
convened by direction of the Court pursuant to Section 201 of the
Companies Act, 1963, including any adjournment thereof

the relevant system (as defined in the Uncertificated Securities
Regulations 2001 (SI No 2001/3755 of the United Kingdom) in respect
of which CRESTCo is the Operator (as defined in such regulations),
being a paperless settlement system enabling securities to be evidenced
otherwise than by certificate and transferred otherwise than by way of a
written instrument

CRESTCo Limited

the seven Company Ordinary Shares held in the names of Gerard
Halpenny, Justin McKenna, Daireann Gibson, Niamh McKeon, Jennifer
McGuire, Maple Nominees Limited and Maple Secretaries Limited
subject to an undertaking to transfer those shares to ParthusCeva,
forthwith after the Effective Time

DSP Group, Inc., a Delaware Corporation

the date on which the Scheme becomes effective in accordance with
Clause 5(A) hereof

the time on the Effective Date at which the Scheme becomes effective
the lawful currency of the European Monetary Union

the date on which the Order is made

a registered holder and includes any person(s) entitled by transmission

the Irish Takeover Panel Act, 1997, the Irish Takeover Panel Act, 1997,
Takeover Rules 2001, and the Irish Takeover Panel Act, 1997,
Substantial Acquisition Rules, 2001, or any rules or directions made by
the Irish Takeover Panel thereunder

The Nasdaq National Market, Inc.

the order of the Court sanctioning the Scheme under section 201 of the
Companies Act, 1963

the fraction, expressed as a decimal with six decimal places, calculated as
of the Scheme Record Time, rounded down to the sixth decimal place,
the numerator of which equals that number of shares of ParthusCeva
Common Stock that, if issued, would constitute 49.9% of the issued and
outstanding shares of ParthusCeva Common Stock as of the Effective
Time including such shares, rounded down to the nearest whole share;
and the denominator of which is the number of Scheme Shares plus an
additional 85,891 Company Ordinary Shares

Ceva, Inc., a corporation organised under the laws of the State of
Delaware, to be renamed ParthusCeva, Inc., prior to the Effective Date

shares of common stock, par value $0.001, of ParthusCeva

36




B)
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5))
(E)

(F)

“Relevant Holders” holders of Scheme Shares whose names appear in the register of
members of the Company at the Scheme Record Time

“Scheme” this Scheme in its present form or with or subject to any modification,
addition or condition approved or imposed by the Court

“Scheme Record Time” 10:00 p.m. (Dublin Time) on the business day immediately preceding the
Effective Date or such other time or date agreed between the Company
and ParthusCeva and, if so required, approved by the Court

“Scheme Shares” (i) the Company Ordinary Shares in issue at the date of this document;
and

(i) any Company Ordinary Shares, issued after the date of this
document and prior to the commencement of the Court Meeting or
issued after the commencement of the Court Meeting and prior to
the Scheme Record Time, in each case on terms that the original or
any subsequent holder thereof shall be bound by the Scheme

“sterling” pounds sterling

“Supplemental Tax Ruling” a ruling from the IRS to the effect that the repricing of Parthus Options
does not adversely affect the Tax Ruling

“Tax Ruling” the ruling from the IRS to the effect that (i) the Ceva Contribution
qualifies as a reorganisation within the meaning of Section 368 of the
Code; (ii) the Ceva Distribution and the Internal Distribution (as defined
in the IRS Ruling Letter issued to DSPG dated 26 September 2001)
comply with the requirements of Section 355 of the Code and (iii) other
transactions and events as to which DSPG has requested rulings will not
cause Section 355 of the Code to apply to the Ceva Distribution and the
Internal Distribution

“Us$” United States dollars

The authorised share capital of the Company consists of an aggregate nominal value of €2,400,000 divided
into 8,000,000,000 Company Ordinary Shares of which, as at close of business on 27 August 2002 (the last
practicable date before publication of this document), 591,171,561 Company Ordinary Shares had been
issued and were fully paid or credited as fully paid and the remainder of the Company Ordinary Shares were
unissued. The amount standing to the credit of the Company’s share premium account as at close of
business on 27 August 2002 (the last practicable date before publication of this document) was
€237,996,715.

Ceva was incorporated in November 1999 under the laws of the State of Delaware, USA. The authorised
capital stock of ParthusCeva consists of 105,000,000 shares of ParthusCeva Common Stock, of which, as at
close of business on 27 August 2002 (the last practicable date before publication of this document),
20,000,000 shares of ParthusCeva Common Stock were issued and outstanding.

Ceva is the holder of no Company Ordinary Shares.

Ceva has agreed to undertake to the Court to be bound thereby and to execute and do or procure to be
executed and done all such documents, acts and things as may be necessary or desirable to be executed or
done by it for the purpose of giving effect to this Scheme.

This Scheme is entered into in connection with the combination of ParthusCeva and the Company
(*“Combination™).

THE SCHEME

1L

Reduction of Share Capital and Cancellation of the Scheme Shares
(A) At the Effective Time pursuant to Sections 72 and 201 of the Companies Act, 1963 and Article 51 of
the articles of association of the Company:

(i) The Company’s capital shall be reduced by the cancellation of such part of the amount currently
standing to the credit of the Company’s share premium account as is equal to the euro equivalent
(calculated on the basis of the relevant exchange rate shown by the noon buying rate as quoted on
Bloomberg (CRNCY BQ) on the Effective Date) of US$60 million and the Company shall pay to
the holders of the Scheme Shares cash in accordance with Clause 2(A); and

37




(B)

©

(D)

(ii) forthwith after the Capital Repayment, the share capital of the Company shall be reduced by
extinguishing and cancelling (i) the Scheme Shares (with the exception only of the Designated
Shares); and (ii) all amounts standing to the credit of the share premium account (as reduced by
the Capital Repayment), capital redemption reserve fund and capital conversion reserve fund of
the Company and the holders of the Scheme Shares shall be allotted shares of ParthusCeva
Common Stock and/or paid in cash, whichever is applicable, in accordance with Clause 2(B).

Forthwith and contingently upon the reductions and cancellations of capital referred to in sub-clause
(A) taking effect:

(i) the share capital of the Company shall be increased by €174,000 by the creation of 580,000,000
new Company Ordinary Shares (the “New Shares”); and

(ii) the Company shall apply €174,000 of the reserves arising as a result of the cancellation of the
Scheme Shares in paying up in full the New Shares created pursuant to Clause 1(B)(i), which shall
be allotted and issued, and credited as fully paid, to ParthusCeva and/or its nominee(s).

The Company shall have amended its articles of association in accordance with resolution 2(i1) set out
in the notice of the extraordinary general meeting of the holders of Company Ordinary Shares to be
held on 26 September 2002 (or at any adjournment of that meeting).

(i) If DSPG receives the Supplemental Tax Ruling prior to the Effective Time, then, at the Effective
Time, each outstanding Company Share Option, whether vested or unvested, shall be adjusted so
that the exercise price of each outstanding Company Share Option with an exercise price in excess
of US$2.67 per ADS (or US$0.267 per Company Ordinary Share) shall be reduced to an exercise
price equal to US$2.67 per ADS (or US$0.267 per Company Ordinary Share); and

(ii) At the Effective Time (and if DSPG receives the Supplemental Tax Ruling prior to the Effective
Time, then after taking account of the adjustment described in Clause 1(D)(i)), each outstanding
Company Share Option, whether vested or unvested, and the Share Option Plans themselves,
insofar as they relate to outstanding Company Share Options shall be assumed by ParthusCeva
and each such option shall be deemed to constitute an option to acquire, on the same terms and
conditions as were applicable under such Company Share Option immediately prior to the
Effective Time, a number of shares of ParthusCeva Common Stock equal to the product of: (i) the
number of Company Ordinary Shares (or such Company Ordinary Shares underlying any ADSs)
subject to such option; and (ii) the Ordinary Share Allotment Ratio (rounded down to the nearest
whole number), at a price per share (rounded up to the nearest whole cent) equal to the quotient
of: (a) the exercise price for each Company Ordinary Share purchasable pursuant to such
Company Share Option immediately prior to the Effective Time (as adjusted pursuant to this
Clause 1(D)(1), if applicable), divided by (b) the Ordinary Share Allotment Ratio.

Payment of cash following reduction in Share Premium Account and consideration for the
cancellation of the Scheme Shares

A)

(B)

The Company shall pay, subject to Clause 2(C), to the Relevant Holders such amount in cash in respect
of each Scheme Share held as equals the euro equivalent (calculated on the basis of the relevant
exchange rate as shown by the noon buying rate as quoted on Bloomberg (CRNCY BQ) on the
Effective Date) of US$60 million divided by the total number of Scheme Shares outstanding at the
Scheme Record Time. The actual payment to Relevant Holders shall be made by the Company in
sterling (calculated on the basis of the relevant exchange rate as shown by the noon buying rate as
quoted on Bloomberg (CRNCY BQ) on the business day prior to the date of actual payment) or in euro
if the Relevant Holder has made the requisite prior election to receive euro.

In consideration of the cancellation of the Scheme Shares, ParthusCeva shall, subject to Clauses 2(C)
and 3(D), allot and issue new shares of ParthusCeva Common Stock credited as fully paid to and
amongst the Relevant Holders so that the number of new shares of ParthusCeva Common Stock to be
so allotted and issued to each Relevant Holder shall be the number of Scheme Shares held by such
Relevant Holder multiplied by the Ordinary Share Allotment Ratio, provided that no fractional shares
of ParthusCeva Common Stock shall be issued to any such Relevant Holder and if, but for this
provision, any such Relevant Holder would be entitled to a fractional share of ParthusCeva Common
Stock, ParthusCeva shall procure that each Relevant Holder shall receive the amount of cash (without
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interest) in an amount equal to such fractional part of a share of ParthusCeva Common Stock
multiplied by the average of the high and low reported closing prices of one share of ParthusCeva
Common Stock on the Nasdaq National Market on the first five days on which ParthusCeva Common
Stock is quoted on the Nasdaq National Market.

The Company and ParthusCeva shall be entitled to deduct and withhold or cause to be deducted and
withheld from the Capital Repayment, the cash payable in lieu of fractional interests in shares of
ParthusCeva Common Stock and/or the consideration otherwise payable pursuant to the Scheme such
amounts as the Company or ParthusCeva, as the case may be, reasonably determines that it is required
to deduct or withhold with respect to such payment pursuant to the US Internal Revenue Code of 1986
(as amended) or under any applicable provision of law. To the extent that such amounts are so withheld
or deducted by the Company or ParthusCeva, as the case may be, or caused to be so withheld or
deducted, such withheld or deducted amounts shall be treated as having been paid to the Relevant
Holder in respect of which such withholding or deduction was made or caused to be made by the
Company or ParthusCeva, as the case may be. Each of the Company or ParthusCeva shall have the
right to collect or cause to be collected from Relevant Holders, US Internal Revenue Service forms
W-8 BEN or W-9, as applicable, and any similar forms required under any other applicable law.

Allotment and issue of shares of ParthusCeva Common Stock

(A)

B)

©

D)

The shares of ParthusCeva Common Stock to be issued pursuant to Clause 2 shall rank pari passu in all
respects with all other shares of ParthusCeva Common Stock in issue on the Effective Date and shall be
entitled to share in all dividends or distributions made, paid or declared on shares of ParthusCeva
Common Stock following the Effective Date.

Immediately after the Scheme becomes effective, ParthusCeva shall issue such shares of ParthusCeva
Common Stock as are required to be issued by it to give effect to this Scheme to the persons
respectively entitled thereto, such consideration to be settled as set out in sub-clause (C) of this Clause.

Settlement of the consideration shall be effected in accordance with the time limits set out in and other
provisions of the Irish Takeover Rules and otherwise in accordance with the following provisions:

(i) in respect of a holding of Scheme Shares in uncertificated form at the Scheme Record Time, the
shares of ParthusCeva Common Stock to which the Relevant Holder is entitled shall be issued in
uncertificated form. ParthusCeva shall procure that CRESTCo is instructed to credit the
appropriate stock account in CREST of the Relevant Holder with CREST Depositary Interests
representing such Relevant Holder’s entitlement to shares of ParthusCeva Common Stock.
ParthusCeva reserves the right to settle all or any part of the consideration referred to in this sub-
clause for all or any Relevant Holders in the manner referred to in sub-clause (C)(ii), if, for any
reason, it wishes to do so.

(ii) in respect of a holding of Scheme Shares in certificated form at the Scheme Record Time, the
shares of ParthusCeva Common Stock to which the Relevant Holder is entitled shall be issued in
certificated form and a certificate for those shares of ParthusCeva Common Stock shall be issued,
provided that such shares of ParthusCeva Common Stock are still held in certificated form
immediately prior to the despatch of such certificates.

Without prejudice to the generality of the foregoing, if in respect of any Relevant Holder who is a
citizen, resident or national of any jurisdiction outside Ireland, the UK or the US (“overseas
shareholder”), ParthusCeva is advised that the allotment and issue of ParthusCeva Common Stock
pursuant to this Clause 3 would or might infringe the laws of any jurisdiction outside Ireland, the UK
or the US or would or might require ParthusCeva to obtain any governmental or other conseit or any
registration, filing or other formality with which it would be unable to comply or with which would be
unduly onerous to comply, ParthusCeva may either:

(i) determine that no ParthusCeva Common Stock shall be issued to such overseas shareholder under
this Clause 3, but shall instead be issued to a nominee appointed by ParthusCeva, as a trustee for
such overseas shareholder, on terms that they shall, as soon as reasonably practicable following
the Effective Date, be sold on behalf of such overseas shareholder at the best price which can be
reasonably obtained and the net proceeds of such sale shall (after the deduction of all expenses
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and commission, including any amount in respect of value added tax payable thereon) be paid
_(without interest) to such overseas shareholder by sending a cheque to such overseas shareholder
in accordance with the provisions of sub-clause (E) of this Clause 3. None of the Company,
ParthusCeva, any nominee referred to in this sub-clause (D)(i) or any broker or agent of any of
them shall have any liability (save in the case of bad faith or wilful default) for any loss arising as
a result of the timing or terms of any such sale; or

(ii) determine that such ParthusCeva Common Stock shall be sold, in which event the ParthusCeva
Common Stock shall be issued to such overseas shareholder and ParthusCeva shall appoint a
person to act pursuant to this sub-clause D(ii) and such person shall be authorised on behalf of
such overseas shareholder to procure that any share in respect of which ParthusCeva has made
such a determination shall, as soon as reasonably practicable following the Effective Date, be sold
at the best price which can reasonably be obtained at the time of sale and the net proceeds of such
sale (after the deduction of all expenses and commission, including any amount in respect of value
added tax payable thereon) shall be paid (without interest) to such overseas shareholder by
sending a cheque to such overseas shareholder in accordance with the provision of sub-clause (E)
of this Clause 3. To give effect to any such sale, the person so appointed shall be authorised on
behalf of such overseas shareholder to execute and deliver a form of transfer and to give such
instructions and to do all such things which he may consider necessary or expedient in connection
with such sale. None of the Company, ParthusCeva, the person so appointed to act pursuant to this
sub-clause (D)(ii) or any broker or agent of any of them shall have any liability (save in the case
of bad faith or wilful default) for any loss arising as a result of the timing or terms of any such
sale.

All deliveries of notices and documents of title and cheques required to be made by this Scheme shall
be effected by posting the same in prepaid envelopes addressed to the persons respectively entitled
thereto at their respective addresses as appearing in the register of members or, as the case may be,
register of optionholders (or, in the case of joint holders, to the address of that one of the joint holders
whose name stands first in the said register of members in respect of the joint holding) at the Scheme
Record Time or to such other addresses (if any) as such persons may respectively notify in writing as a
change of address.

Neither the Company nor ParthusCeva shall be responsible for any loss or delay in the transmission of
the documents of title or cheques posted in accordance with Clause 3(E), which shall be posted at the
risk of the addressee.

After the issue of certificates for ParthusCeva Common Stock, every person who was a holder of
Scheme Shares shall be bound on the request of the Company to deliver up to the Company, or to any
person appointed by the Company to receive the same, the existing certificate(s) for his/her Scheme
Shares, which will have ceased to be of value, for cancellation. After the Scheme Record Time there
shall be no further registrations of transfers on the register of members of the Company that was
outstanding immediately prior to the Scheme Record Date. From the Effective Time each share
certificate for any Scheme Shares shall cease to be of any value and shall not entitle the holder thereof
to any right whatsoever, except that (provided that such certificate represents Company Ordinary
Shares on the register at the Scheme Record Time) they shall evidence, prima facie, the right to receive
(i) the Relevant Holder’s proportionate entitlement to the Capital Repayment; and (ii) the number of
shares of ParthusCeva Common Stock equal to the Ordinary Share Allotment Ratio multiplied by the
number of Scheme Shares evidenced by such certificate. In addition, in respect of those Relevant
Holders holding their Company Ordinary Shares in uncertificated form, CRESTCo shall be instructed
to disable such Relevant Holders’ entitlement to Company Ordinary Shares.

All shares of ParthusCeva Common Stock issued upon cancellation of the Scheme Shares in
accordance with Clause 2 (including any cash paid pursuant to Clauses 2(A), 2(B) and 3(D)), shall be
deemed to have been issued in full satisfaction of all rights pertaining to such Scheme Shares.

No interest shall be payable by ParthusCeva and/or Parthus with respect to: (i) the issue of shares of
ParthusCeva Common Stock; (ii) the cash payable in lieu of fractional interests in shares of
ParthusCeva Common Stock; and (iii) the cash payable pursuant to the Capital Repayment, regardless
of when delivered or paid, respectively to the Relevant Holder.
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(J) In the event that certificates representing shares of ParthusCeva Common Stock issued in connection
with the Scheme are returned to ParthusCeva or the Company (or any agent of either of them) or the
relevant electronic book entry accounts of any Relevant Holder(s) are not able to be properly credited
or any cash in lieu of fractional interests in ParthusCeva Common Stock is returned to ParthusCeva or
the Company (or any agent of either of them), then after one (1) year following the Effective Time, any
affected Relevant Holder may make a claim against ParthusCeva only for his entitlement to shares of

_ParthusCeva Common Stock or any cash in lieu of fractional interests in ParthusCeva Common Stock.

(K) Neither ParthusCeva nor the Company shall be liable to any holder of Scheme Shares for any such

~ shares of ParthusCeva Common Stock (or dividends or distributions with respect to such shares) or

cash delivered to a public official in compliance with any abandoned property, escheat or law
permitting attachment of money or property or similar law.

4. Payment mandates

Each mandate in force on the Effective Date relating to the payment of dividends on any Scheme Shares and
other instructions given to the Company by holders shall, unless and until revoked, be deemed as from the
Effective Date to be an effective mandate or instruction to ParthusCeva in relation to the corresponding new
shares of ParthusCeva Common Stock to be allotted and issued pursuant to this Scheme.

5. Operation of this Scheme

(A) This Scheme shall become effective as soon as an office copy of the Order shall have been duly
delivered by the Company to the Registrar of Companies for registration and a copy of the order of the
Court under section 74 of the Companies Act, 1963 confirming the reduction of the share premium
account provided for by this Scheme and a copy of the minute required by section 75 of that Act shall
have been duly delivered by the Company to the Registrar of Companies for registration and registered
by him, all of which deliveries shall be subject to Clause 5(C).

(B) Unless this Scheme shall become effective on or before 31 December 2002 or such later date, if any, as
the Company and ParthusCeva may agree and the Court may allow, this Scheme shall never become
effective.

(C) The Company and ParthusCeva have agreed that in certain circumstances the necessary action to seek
sanction of this Scheme or to make the Scheme effective may not be taken.

(D) The Company and ParthusCeva may, but neither shall be required to, jointly consent on behalf of all

persons concerned to any modification of or addition to this Scheme or to any condition which the
Court may approve or impose.

6. Costs

The Company is authorised and permitted to pay all the costs and expenses relating to the negotiation,
preparation, approval and implementation of this Scheme.

2 September 2002
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PART 7

ADDITIONAL INFORMATION

1. Responsibility

The directors of Parthus, whose names are set out in paragraph 2.1 below, accept responsibility for the
information contained in this document relating to the Parthus Group, the Parthus Directors, their immediate
families, related trusts and persons connected with them. To the best of the knowledge and belief of the Parthus
Directors (who have taken all reasonable care to ensure that such is the case), the information contained in this
document for which they are responsible is in accordance with the facts and does not omit anything likely to
affect the import of such information.

The directors of DSPG and Ceva, whose names are set out in paragraphs 2.2 and 2.3, respectively, below, accept
responsibility for the information contained in this document other than that relating to the Parthus Group, the
Parthus Directors, their immediate families, related trusts and persons connected with them. To the best of the
knowledge and belief of the DSPG Directors and the Ceva Directors (who have taken all reasonable care to
ensure that such is the case), the information contained in this document for which they are responsible is in
accordance with the facts and does not omit anything likely to affect the import of such information.

2. The Parthus Directors, the DSPG Directors and the Ceva Directors

2.1 The Parthus Directors and their respective functions are:

Name Position held

Michael Peirce Chairman

Brian Long * Chief Executive Officer

Kevin Fielding * President

Peter McManamon Executive Vice President for Corporate Development
William McCabe * Non-executive director

Sven-Christer Nilsson * Non-executive director

With effect from the Effective Date, the Parthus Directors marked with an asterisk will become directors of
ParthusCeva. All other Parthus Directors will retire from the board of directors of Parthus at that time.

2.2 The DSPG Directors and their respective functions are:

Name Position held

Eliyahu Ayalon Chairman and Chief Executive Officer
Zvi Limon Director

Yair Seroussi Director

Yair Shamir Director

Louis Silver Director

Patrick Tanguy Director

2.3 The Ceva Directors and their respective functions are:

Name l Position held
Eliyahu Ayalon Chairman
Zvi Limon Director
Bruce Mann Director
Louis Silver Director
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3. London Stock Exchange and Nasdaq prices

Set out below are the closing dealt prices of Parthus Shares and Parthus ADSs as derived from the Official List
and on the Nasdaq National Market on:

(a) the first dealing day of each of the six months immediately prior to the date of this document;
(b) 4 April 2002 (the last dealing day before announcement of the Combination); and
(c) 27 August 2002 (the last practicable date before publication of this document).

Parthus Shares ' Parthus ADSs

Date (pence) | (US$)
1 March 2002 35.25 ! 5.00
2 April 2002 , 42.00 : 5.90
4 April 2002 43.75 r 6.50
1 May 2002 28.00 ! 4.25
5 June 2002 28.25 | 4.20
1 July 2002 21.50 | 2.79
1 August 2002 22.75 j 3.38
27 August 2002 ‘ 20.75 i 3.05

The Scheme will have effect in respect of the 591,171,561 Parthus Shares in issue and 107,776,687 Parthus
Shares in respect of which options have been granted under the Parthus Share Schemes. Upon full
implementation of the Scheme and based on the number of Ceva Shares expected to be in issue following the
Spin-off, approximately 8,999,500 ParthusCeva Shares will be issued to Parthus Shareholders who will also
receive the Capital Repayment. All dividend rights on or in respect of the Parthus Shares will be extinguished on
their cancellation pursuant to the Scheme. The ParthusCeva Shares issued to Parthus Shareholders will be
entitled to any dividend declared after the Effective Date and will rank pari passu with all existing ParthusCeva
Shares.

4. Shareholdings and dealings

For the purpose of this paragraph 4, “disclosure period” means the period commencing on 14 March 2001, and
ending on 27 August 2002 (the last practicable date before publication of this document) unless otherwise
indicated.

4.1 Interests in Parthus Shares
On 27 August 2002 (the last practicable day before publication of this document):

(a) The interests of the Parthus Directors (within the meaning of Chapter 1 of Part IV of the 1990 Act), in the
issued share capital of Parthus were as follows:

Name ’ Number of Share options
I;;g:_‘:: Number Date of Exercise Exercise dates
t rice
gran pp;r From To
Parthus
Share
(US$)
Michael Peirce ................. 18,383,645 — — — — —_
BrianLlong .................... 110,442,4221 — — — — —
KevinFielding.................. 6,517 466,680 22/07/98 0.032  22/07/99 22/07/05

226,810 01/06/99 0.165 01/06/00 01/06/06
300,000 4/02/00  0.75 04/02/01 04/02/07
1,000,000 07/11/00  2.60 07/11/01 07/11/07
2,500 30/11/00 210 30/11/01 30/11/07
4,900,000 20/09/01 0.285 20/09/02 20/09/08
5,400,000 20/06/02 030 20/06/03 20/06/09

Peter McManamon .............. 29,955,938 2,500 30/11/00 2.10  30/11/01 30/11/07
William McCabe . ............... — — — — — —
Sven-Christer Nilsson . ........... — 400,000 17/02/00 0.75 17/02/01 17/02/07

400,000 20/06/02 0.30 20/06/03 20/06/09

Note:

1  This number of Parthus Shares includes (i) 280,000 Parthus Shares held by Mr. Long’s wife and (ii) 100,492,422 Parthus Shares held
beneficially and of record by Mr. Long that are subject to a put and call option agreement between Mr. Long and Ollaberry Limited, an
Isle of Man limited company that is an affiliate of Mr. Long.
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(b) The interests of the advisers to DSPG and Ceva in the issued share capital of Parthus were as follows:

Number of
Name Parthus Shares
Quilter & Co. Limited! ........... 67,256

Note:

1 related to Morgan Stanley

(c) The interests of the advisers to Parthus in the issued share capital of Parthus were as follows:

Name Number of Share options
PS?;::,];S Number Date of grant Exili'gise Exercise dates
pp er From To
Parthus
Share
: (US$)

GS Capital Partners III L.P.! ... 18,313,627 — — — — —
GS Capital Partners 111

Offshore, LPI ............ 5,034,638 — — — —
Goldman, Sachs & Co.

Verwaltungs GmbH! ....... 845,450 — — — — —
Stone Street Fund 1998, L.P.! 1,238,981 — — — —
Bridge Street Fund 1998,

LPY . 373,932 — — — — —
Goldman, Sachs & Co.l .. .. ... 2,990
Gerard Halpenny? .. .......... 400,100 641,670 20/08/1999 0.165 01/06/2000 20/08/2006

502,500 30/11/2000 2.10  30/11/2001 30/11/2007

Emmet Scully? .............. 4,470 — — — — —
Michael Kavanaghz .......... 2,400 — _ — — —
Notes:

1 all affiliates of The Goldman Sachs Group, Inc., the ultimate holding company of Goldman Sachs International
a partner in L.K. Shields, Solicitors. In addition, the Designated Shares are included in the shareholding of Gerard Halpenny, and
with the exception of one Designated Share held in the name of Gerard Halpenny, are all held in trust for him by partners,
employees or affiliates of L. K. Shields, Solicitors.




4.2 Interests in DSPG Shares

(@) On 27 August 2002 (the last practicable date before publication of this document) the interests of the DSPG
Directors and the DSPG Directors in the issued share capital of DSPG were as follows:

Name Number of Share options
glil:_g Number Dga:_t:nt:f ;})E:;g:c;i)ii Exercise dates
DSPG From To
Share
(US$)
Eliyahu Ayalon .................... 4,434 7,582 25/08/97 13.1875 25/08/98 25/08/04

57,418 25/08/97 13.1875 25/08/98 25/08/04
75,000 02/07/98  9.2813 02/07/98 02/07/05
225,000 21/04/99  9.2188 22/04/99 21/04/06
225,000 25/11/99 33.4375 25/11/99 24/11/06
150,000 26/10/00 22.0000 31/12/00 26/10/07
150,000 31/05/01 17.9000 31/05/01 31/05/08
250,000 04/02/02 22.5400 04/02/02 04/02/09
Zvilimon ........................ —_ 20,000 05/02/99 6.8125 05/02/03 05/02/04
20,000 05/02/99  6.8125 05/02/00 05/02/09
10,000 03/01/00 48.3125 03/01/01 03/01/10
20,000 02/01/01 20.0625 02/01/02 02/01/11
20,000 01/01/02 23.2600 01/01/03 01/01/12

Yair Seroussi . ....... ... ... ... — 30,000 04/02/02 22.5400 04/02/03 04/02/12
20,000 04/02/02 22.5400 04/02/06 04/02/09
Yair Shamir ............. ... ... ... — 3,332 02/01/98  9.6250 02/01/99 02/01/08

6,666 04/01/99 10.1875 04/01/00 04/01/09

10,000 03/01/00 48.3125 03/01/01 03/01/10

20,000 02/01/01 20.0625 02/01/02 02/01/11

: 20,000 01/01/02 23.2600 01/01/03 01/01/12

LouisSilver ................. ... ... 10,000 10,000 11/11/99 30.8750 11/11/00 11/11/09
20,000 11/11/99 28.8125 11/11/03 11/11/06

30,000 02/01/01 20.0625 02/01/02 02/01/11

10,000 01/01/02 23.2600 01/01/03 01/01/12

Patrick Tanguy ..................... — 20,000 11/11/99 30.8750 11/11/00 11/11/09
10,000 11/11/99 28.8125 11/11/03 11/11/06

10,000 02/01/01 20.0625 02/01/02 02/01/11

30,000 01/01/02 23.2600 01/01/03 01/01/12

(b) The interests of the advisers to DSPG in the issued share capital of DSPG were as follows:

Name Number of
DSPG
Shares
Morgan Stanley & Co.
Incorporated! .............. 14,832
Morgan Stanley Investment
AdvisersInc.l.............. 693
Morgan Stanley Investment
Management Inc.! .......... 1,293

Note:

1 all related to Morgan Stanley
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(c) The interests of the advisers to Parthus in the issued share capital of DSPG were as follows:

Name

Goldman, Sachs & Co.l ........
Goldman Sachs International!® . . .
Spear, Leeds & Kellogg L.P.1 ...
SLK Index Specialists LLC! .. ..

Notes:

Number of
DSPG
Shares

(6,292)
358
(15)?
215

1 all affiliates of The Goldman Sachs Group, Inc., the ultimate holding company of Goldman Sachs International
2 Spear, Leeds & Kellogg L.P. is a Market Maker on Nasdaq and is authorised to hold a short position

4.3 [Interests in Ceva Shares

On 27 August 2002 (the last practicable date before publication of this document) the interests of the Ceva
Directors and the DSPG Directors, in the issued share capital of Ceva were as follows:

Name

Eliyahu Ayalon
Zvi Limon

Bruce Mann
Louis Silver

4.4 Dealings in Parthus Shares

(a)

Share options

Number

OthSiZ: Number
— 800,000
—_ 40,000
— 40,000
— -40,000

Date of grant

19/07/2000
19/07/2000
24/04/2001
04/04/2002

Exel.'cise Exercise dates

price

per

Ceva

Share

(US$) From To
5.3700 19/07/00 19/07/07
5.3700 19/07/01 19/07/07
6.5300  24/04/02 24/04/08
6.5300  04/04/03 04/04/09

The following Parthus Directors and their spouses and infant children have dealt for value in Parthus Shares

(including Parthus Shares in the form of Parthus ADSs) during the disclosure period as follows:

Name

Brian Long

Kevin Fielding

Peter McMananon

Date Nature of Number of Price
transaction Parthus Shares

4 September 2001 Share disposal 2,520,000 Nil (Gift)
9 May 2002  Option exercise 2,000,000 US$0.165115
29 May 2001 Share disposal 600,000 £1.04
5 September 2001  Share acquisition 666,670 US$0.032
5 September 2001  Share acquisition 31,530 US$0.165
13 September 2001 Share disposal 1,900,007 Nil (Gift)
9 May 2002  Option exercise 2,000,000 US$0.165115
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(b) The following advisers to DSPG and Ceva have dealt for value in Parthus Shares during the disclosure
period as follows:

Name Date Nature of Number of Price (£)
transaction Parthus Shares

Morgan Stanley & Co
Incorporated! - -+t 6 June 2001 Sale 150,000 0.9391
12 June 2001 Acquisition 150,000 0.844
14 March 2001 Acquisition 300,000 1.1067
15 March 2001 Acquisition 100,000 1.12
16 March 2001 Acquisition 200,000 1.016
19 March 2001 Acquisition 200,000 0.95
20 March 2001 Acquisition 200,000 0.9127
20 March 2001 Acquisition 45,401 0.92
20 March 2001 Acquisition 2,838 0.92
21 March 2001 Acquisition 248,720 0.8059
Quilter & Co. Limited! ----------- + 20 March 2001 Sale 4,000 0.9125
20 April 2001 Acquisition 3,500 0.93
5 July 2001 Acquisition 4,000 0.45
12 July 2001 Acquisition 7,500 0.60
12 July 2001 Sale 7,500 0.59
2 August 2001 Sale 4,000 0.645
2 August 2001 Acquisition 4,000 0.645
4 September 2001 Acquisition 5,000 0.399
4 September 2001 Sale 1,000 0.371
17 October 2001 Sale 1,500 0.47
22 October 2001 Sale 2,000 0.37
7 December 2001 Acquisition 6,400 0.4275
28 May 2002 Sale 2,500 0.272
30 May 2002 Acquisition 2,000 0.2848

Note:

1 related to Morgan Stanley

(c) The following advisers to DSPG and Ceva have dealt for value in Parthus ADSs during the disclosure
peried as follows:

Name Date Nature of Number of Price Range
transaction Parthus (US$)
ADSs
Morgan Stanley & Co. 14 March 2001 to Sale 1,600 12.68-15.62
 Incorporated! - 13 April 2001  Acquisition 1,600 12.7188-15.5313
14 October 2001 to Sale 300 5.59-5.60
13 November 2001  Acquisition 300 6.00-6.01
14 December 2001 to Sale 28,100 4.96-5.39
13 January 2002  Acquisition 28,100 5.32-5.65
14 February 2002 to Sale 9,100 £4.31-4.51
13 March 2002 Acquisition 9,100 £4.32-4.45
Note:

1 related to Morgan Stanley
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(d) The following advisers to Parthus have dealt for value in Parthus Shares during the disclosure period as

follows:
Name Date Nature of Number of Price
transaction Parthus (US$)

Shares
Gerard Halpenny! ........... 4 April 2001 Option Exercise 87,500 0.165
2 July 2001  ESPP Allocation 17,950 0.659
26 July 2001  Option Exercise 145,840 0.165
1 August 2001 Option Exercise 29,170 0.165
7 August 2001 Sale 98,860 0.772
9 August 2001 Sale 98,860 0.709
2 January 2002  ESPP Allocation 13,640 0.425
14 January 2002 Sale 13,640 0.506
1July 2002  ESPP Allocation 7,610 0.272
Note:

1 a partner in L.K. Shields Solicitors

(e) The following advisers to Parthus have dealt for value in Parthus ADSs during the period 15 March 2002 to
27 August 2002 (the latest practicable date before publication of this document) as follows:

Name Date Nature of Number of Price Range
transaction Parthus (US$)
ADSs
Goldman, Sachs & Co.7 ... .... 15 March 2002 to Acquisition 94,200 6.30-5.15
14 April 2002 Sale 98,020 6.49-5.29
15 April 2002 to Acquisition 51,991 5.25-4.05
14 May 2002 Sale 48,723 5.40-4.10
15 May 2002 to Acquisition 40,822 4.00-3.60
14 June 2002 Sale 40,500 4.40-4.05
15 June 2002 to Acquisition 1,099 3.25-2.75
14 July 2002
15 July 2002 to Sale 1,000 3.99-3.99
14 August 2002
Spear, Leeds & Kellogg
LPY . 15 March 2002 to Acquisition 51,850 6.50-5.25
14 April 2002 Sale 54,156 6.50-5.17
15 April 2002 to Acquisition 14,943 5.15-3.93
14 May 2002 Sale 14,878 5.49-3.86
15 May 2002 to Acquisition 7,912 4.49-3.59
14 June 2002 Sale 7,809 4.55-3.50
15 June 2002 to Acquisition 47,330 3.67-2.70
14 July 2002 Sale 37,305 3.25-2.80
15 July 2002 to Acquisition 5,091 4.00-3.00
14 August 2002 Sale 5,065 4.00-3.01
15 August 2002 to Acquisition 500 3.15-3.08
27 August 2002 Sale 500 3.15-3.08
Note:

1 all affiliates of The Goldman Sachs Group, Inc., the ultimate holding company of Goldman Sachs International
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4.5 Dealings in DSPG Shares and Ceva Shares

(a) The following DSPG Directors and Ceva Directors and their spouses and infant children have dealt for
value in DSPG Shares during the disclosure period as follows:

Name Date
Yair Shamir ............. 30 April 2001
30 April 2001
15 August 2001
15 August 2001

Nature of
transaction

Option Exercise

Sale

Option Exercise

Sale

Number of
DSPG Shares

10,000
10,000
10,000
10,000

Price

(US$)
3.8125
22.400
3.8125
23.850

(b) The following advisers to DSPG and Ceva have dealt for value in DSPG Shares during the disclosure

period as follows:

Name: Date

14 March 2001 to
13 April 2001

14 April 2001 to

13 May 2001

14 May 2001 to

13 June 2001

14 June 2001 to

13 July 2001

14 July 2001 to

13 August 2001

14 August 2001 to

13 September 2001
14 September 2001 to
13 October 2001

14 October 2001 to
13 November 2001
14 November 2001 to
13 December 2001
14 December 2001 to
13 January 2002

14 January 2002 to
13 February 2002

14 February 2002 to
13 March 2002

14 March 2001 to

13 April 2001

14 May 2001 to

13 June 2001

14 June 2001 to

13 July 2001

14 July 2001 to

13 August 2001

14 August 2001 to

13 September 2001
14 September 2001 to
13 October 2001

14 October 2001 to
13 November 2001
14 November 2001 to
13 December 2001

Morgan Stanley & Co.
Incorporated! ..........

Morgan Stanley Investment
Management Inc.! ......

Notes:

1 related to Morgan Stanley
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Nature of
transaction

Sale
Acquisition
Sale
Acquisition
Sale
Acquisition
Sale
Acquisition
Sale
Acquisition
Sale
Acquisition
Sale
Acquisition
Sale
Acquisition
Sale
Acquisition
Sale
Acquisition
Sale
Acquisition
Sale
Acquisition
Acquisition

Sale
Acquisition
Acquisition

Sale
Acquisition

Sale

Sale
Acquisition

Sale
Acquisition

Number of
DSPG
Shares

184,186
81,601

37,496
41,060
46,132
39,386
113,902
70,304
33,453
32,424
35,490
67,251
18,401
27,894
30,043
26,885
18,031
54,279
141,305
78,583
91,816
62,307
57,029
77,281
100

24,660
54,660
199,600

800
176,600
2,600
306,000
1,100

104,900
1,100

Price Range

(US$)

13.625-18.3125

13.625-18.25
17.17-23.18
18.48-23.00
17.75-22.27
17.70-22.45
18.60-21.60
18.60-21.52
19.75-25.62

20.3996-24.59

22.80-26.15
21.95-26.20
18.60-24.11
18.34-24.21
20.23-24.85
19.78-24.00
21.59-24.67
21.70-24.57
21.53-24.86
21.44-24.86
21.52-24.20
21.74-24.05
19.73-23.10
19.81-22.95

17.38

18.75
19.00-20.31
18.60-21.52

24.44
22.94-23.90
18.91
23.04-23.71
22.65

23.45-23.77
22.65




(¢) The following advisers to Parthus have dealt for value in DSPG Shares during the period 15 March
2002 to 27 August 2002 (the last practicable date before the publication of this document) as follows:

Name: Date Number of
Nature of DSPG Price Range
transaction Shares (US'$)
Goldman, Sachs & Co.! .... 15 March 2002 to Sale 331,908 21.05-19.3027
14 April 2002 Acquisition 329,607 21.05-19.00
15 April 2002 to Sale 662,913 23.05-18.70
14 May 2002 Acquisition 661,136 23.05-18.73
15 May 2002 to Sale 452,693 21.08-16.71
14 June 2002 Acquisition 441,749 21.10-17.16
15 June 2002 to Sale 723,883 19.60-17.20
14 July 2002 Acquisition 723,163 19.6191-17.26
15 July 2002 to Sale 23,648 17.75-15.11
14 August 2002 Acquisition 27,236 18.72-15.11
15 August 2002 to Sale 38,355 18.11-16.44
27 August 2002 Acquisition 38,771 18.11-15.62
Goldman Sachs 15 March 2002 to Sale 2,306 20.35-19.63
International! .......... 14 April 2002 Acquisition 2,442 20.77-19.75
15 April 2002 to Sale 5,135 22.70-19.90
14 May 2002 Acquisition 3,700 22.70-19.47
15 May 2002 to Sale 53 18.60-18.60
14 June 2002 Acquisition 53 18.60-18.60
15 July 2002 to
14 August 2002 Sale 358 16.90-16.90
Spear, Leeds & Kellogg 15 March 2002 to Sale 267,773 21.05-18.85
LPU oo 14 April 2002 Acquisition 294,094 21.04-18.97
15 April 2002 to Sale 423,558 23.05-18.65
14 May 2002 Acquisition 418,727 23.05-18.65
15 May 2002 to Sale 234,308 21.16-16.41
14 June 2002 Acquisition 226,617 21.14-16.65
15 June 2002 to Sale 335,575 19.70-16.93
14 July 2002 Acquisition 346,023 19.72-16.86
15 July 2002 to Sale 262,056 18.76-15.09
14 August 2002 Acquisition 265,125 18.50-15.11
15 August 2002 to Sale 88,300 17.65-15.53
27 August 2002 Acquisition 88,435 18.12-15.52
Notes:

1 all affiliates of the Goldman Sachs Group, Inc., the ultimate holding company of Goldman Sachs International

4.6

4.7

(d) There have been no transactions in Ceva Shares during the six months preceding the date of this

document.

On 17 September 2001, DSPG repurchased 30,000 DSPG Shares at US$20.727 per share. On 19 September
2001, DSPG repurchased 10,000 DSPG Shares at US$19.00 per share. These purchases were made pursuant
to the DSPG stock repurchase program.

References in this paragraph 4 to an “associate” of Parthus, DSPG or Ceva (as the case may be) are to a
person acting in concert with Parthus, DSPG or Ceva or to a person who:

(@)

(b)

(©)

(d)

is the holding company, a subsidiary or a subsidiary of the holding company, of Parthus, DSPG or
Ceva;

is an associated company of Parthus, DSPG or Ceva or of an associate of Parthus, DSPG or Ceva
described in paragraph (a);

is a company of which Parthus, DSPG or Ceva or an associate of Parthus, DSPG or Ceva described in
paragraph (a) or (b) is an associated company;

is a bank or a financial or other professional adviser (including a stockbroker) which is acting in
relation to the Scheme for Parthus, DSPG or Ceva or for an associate of Parthus, DSPG or Ceva
described in paragraph (a), (b) or (c) (not being a bank which is engaged only in the provision to
Parthus, DSPG or Ceva or such associate, as the case may be, of normal commercial banking services
or in such activities in connection with the offer as confirming that cash is available, handling
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acceptances and other registration work) provided that, in the case of an adviser which is a partnership,
only those partners and professional staff who are actively engaged in relation to the Scheme or who
are customarily engaged in the affairs of the relevant client or who have been engaged in those affairs
within the period of two years prior to the commencement of the disclosure period shall be deemed to
be associates of Parthus, DSPG or Ceva (as the case may be);

(e) 1is a person controlling, controlled by, or under the same control as, an associate of Parthus, DSPG or
Ceva described in paragraph (d);

(f) is a director of Parthus, DSPG or Ceva as set out in paragraphs 2.1, 2.2 and 2.3 above or any associate
of Parthus, DSPG or Ceva described in paragraph (a), (b) or (c) or is a spouse, parent, brother, sister or
child of such a director or is a trustee of a trust (including a discretionary trust) of which such a director
or any spouse, parent, brother, sister or child of such a director is a beneficiary or potential beneficiary;

" (g) is a trustee of any pension scheme (other than an industry-wide scheme) in which Parthus, DSPG or
Ceva or any associate of Parthus, DSPG or Ceva described in paragraph (a), (b) or (c) participates;

(h) is a collective investment scheme or other person the investments of which Parthus, DSPG or Ceva or
any associate of Parthus, DSPG or Ceva manages on a discretionary basis, in respect of the relevant
investment accounts;

(i) owns or controls, or together with one or more other persons acting in concert with him or her owns or
controls, 5% or more of any class of relevant securities (as described in paragraphs (a) to (d) in Rule
8.9 of Part B of the Takeover Code) of Parthus, DSPG or Ceva;

() 1s a party to an arrangement to which Rule 8.7 of Part B of the Takeover Code applies with Parthus or
' with an associate of Parthus in respect of Parthus Shares, or is a party to such an arrangement with
- DSPG or Ceva or with an associate of DSPG or Ceva in respect of Parthus Shares;

(k) has a material business relationship with Parthus, DSPG or Ceva; or

(1) (not falling within paragraphs (a) to (k)) directly or indirectly owns or deals in securities of Parthus,
DSPG or Ceva and has, in addition to his or her normal interest as a holder of securities, an interest or
potential interest, whether commercial, financial or personal, in the outcome of the Scheme.

4.8 (a) Save as set out above, neither Parthus nor any:
()] Parthus Director;
(i) subsidiary of Parthus;
(iii) pension fund of Parthus or any of its subsidiaries;

(iv) bank, stockbroker, financial or other professional advisor (other than exempt market makers and
exempt fund managers) to Parthus or any person controlling, controlled by or under the same
control as such bank, stockbroker, financial or other professional adviser;

(v) person who has an agreement of a kind referred to in Rule 8.7(b) of the Takeover Code with
Parthus or with any person who is an associate of Parthus,

owns, controls or is interested in any Parthus Shares nor any securities convertible into, rights to
subscribe for or options (including traded options) in respect of, nor any derivatives referenced to,
Parthus Shares nor any DSPG Shares or Ceva Shares nor any securities convertible into, rights to
subscribe for or options (including traded options) in respect of, nor any derivatives referenced to
DSPG Shares or Ceva Shares, nor has any such person dealt for value therein, in the case of Parthus
and any Parthus Director, in the disclosure period and, in any other case, between 15 March 2002 and
27 August 2002 (the last practicable date before publication of this document).
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(b)

(c)

(d)

(e

®

(@

Save as set out above, neither DSPG, or Ceva, nor any DSPG Director or Ceva Director, nor any
person acting in concert with DSPG or Ceva, nor any person who has an arrangement of a kind referred
to in Rule 8.7(b) of the Takeover Code with DSPG or Ceva or with any person acting in concert with
DSPG or Ceva, owns, controls or is interested in any Parthus Shares nor any securities convertible into,
rights to subscribe for or options (including traded options) in respect of, nor derivatives referenced to,
Parthus Shares nor any DSPG Shares or Ceva Shares nor any securities convertible into, rights to
subscribe for or options (including traded options) in respect of, nor derivatives referenced to, DSPG
Shares or Ceva Shares nor has any such person dealt for value therein during the disclosure period.

Other than in respect of the roles of Goldman Sachs International and Morgan Stanley as market
makers for DSPG Shares and/or Parthus Shares, neither Parthus nor any associate (as defined in
paragraph 4.7 above) of Parthus nor DSPG or Ceva nor any person acting in concert with DSPG or
Ceva has any arrangement of the kind referred to in Rule 8.7(b) of the Takeover Code with any person.

There is no agreement, arrangement or understanding whereby the beneficial ownership of any of the
ParthusCeva Shares to be issued pursuant to the Scheme will be transferred to any person.

Save as disclosed herein, no agreement, arrangement or understanding (including any compensation
arrangement) exists between DSPG, Ceva or any person acting in concert with any of them and any of
the Parthus Directors, recent directors, shareholders or recent shareholders of Parthus having any
connection with or dependence on or which is conditional upon the Combination.

No Parthus Shares, DSPG Shares or Ceva Shares are managed on a discretionary basis by fund
managers connected with Parthus.

Save as set out above, no Parthus Shares, DSPG Shares nor Ceva Shares have been purchased or
redeemed in the disclosure period.

4.9 Irrevocable undertakings to vote in favour of the resolutions to be put to the Extraordinary General Meeting
and at the relevant Shareholder Court Meetings have been received from the following persons with respect
to the number of shares indicated as being held by each of them, plus any Parthus Shares subsequently
acquired (upon exercise of share options or otherwise):

Number of
Parthus
__Shares
Michael PeiICe . ... .o ottt e 18,383,645
Brian Long ... . e e 110,442,422
KevinFielding .. ... . i 6,517 .
Peter McManamon . . ........... .. e e 29,955,938
William McCabe ... ..o —
Sven-Christer NilSSon .. ...t e e —
Elaine Coughlan .. ..... ...t et —
Eoin Gilley . . ..o e e e e —
William McLean .. ... .. —
Gerard Halpenny . ....... .. ... i 400,100
Enterprise Ireland ... ... . i e e 25,236,861
Kelburn Limited . ... ... e 26,518,309
Joan Scully .. .. e e 280,000

These undertakings shall cease to have effect if:

the admission of the ParthusCeva Shares to the Official List and admission to trading of the
ParthusCeva Shares on the London Stock Exchange and Nasdagq do not become effective on or before
31 December 2002 (or such later date as may be agreed from time to time between DSPG, Ceva and
Parthus);

the Scheme has not been approved by 31 December 2002; or

the Combination Agreement is terminated.

The persons named above have no interest in Ceva or DSPG securities.
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5.0

Directors’ service agreements and emoluments

Other than Brian Long and Peter McManamon, each of whom has a three year rolling service contract, there
are no service contracts between any Parthus Director and Parthus or any of its subsidiaries having more
than 12 months to run, and no such contract has been entered into or amended within the six months prior to

" the date of this document.

5.2

5.3

5.4

5.5

The details of the Parthus Directors’ service contracts are as ‘follows:

Brian Long

Mr. Long’s employment commenced on 1 October 1993, The service agreement with Mr. Long is dated 25
October 1996 and his employment can be terminated at any time by Parthus on not less than 3 years’ notice
to Mr. Long, or by him on not less than 3 months’ notice to Parthus. Mr. Long’s salary is €97,000 per
annum and is entitled to receive a bonus agreed between himself and Parthus. He is also entitled to receive a
pension contribution equivalent to 15% of his basic salary and medical insurance cover for himself and his
dependants. Mr. Long’s service agreement requires him to devote his full time and attention to his duties for
Parthus. The agreement includes post-termination restrictions on the use of the Company’s confidential
information.

Peter McManamon

Mr. McManamon’s employment commenced on 1 October 1993. The service agreement with Mr.
McManamon is dated 25 October 1996 and his employment can be terminated at any time by Parthus on not
less than 3 years’ notice to Mr. McManamon, or by him on not less than 3 months’ notice to Parthus. Mr.
McManamon’s salary is €97,000 per annum and is entitled to receive a bonus agreed between himself and
Parthus. He is also entitled to receive a pension contribution equivalent to 15% of his gross salary and
medical insurance cover for himself and his dependants. Mr. McManamon’s service agreement requires him
to devote his full time and attention to his duties for Parthus. The agreement includes post-termination
restrictions on the use of the Company’s confidential information.

Kevin Fielding

Mr. Fielding’s employment commenced on 1 June 1998. The service agreement with Mr. Fielding is dated
3 March 1998 and his employment can be terminated at any time by Parthus or by him, in each case on not
less than three months’ notice. Mr. Fielding’s salary is €195,535 per annum and he is entitled to receive a
bonus to be agreed between himself and Parthus. He is also entitled to receive a pension contribution
equivalent to 10% of his basic salary and medical insurance cover for himself and his dependants. His
service agreement requires him to devote his full time and attention to his duties for Parthus. The agreement
includes post-termination restrictions on the use of the Company’s confidential information.

No amendment to the terms of the above service contracts nor increase in remuneration payable thereunder
has taken place within the six months prior to the date of this document. However, new employment
agreements for Brian Long and Kevin Fielding will be entered into with ParthusCeva immediately prior to
the Effective Time - see page xviii of the Listing Particulars for a summary of the terms of these
agreements. '

Eliyahu Ayalon, a director of Ceva, will enter into' a new e‘rhploymeht agreement with ParthusCeva
immediately prior to the Effective Time. See page 104 of the Listing Particulars for a-summary of the terms
of this agreement. The other Ceva Directors (who will each be non-executive directors of ParthusCeva) will
not be entering into formal agreements with ParthusCeva. However, the arrangements with them will
provide for the payment to each of them of US$20,000 per annum plus USS$500 per board meeting.

Other than as is provided in paragraph 5.4 above, there will be no changes in the emoluments of the Ceva
Directors as a result of the Combination or any associated transaction.
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6. Description of Parthus

Information relating to the nature of the Parthus Group’s business is contained under the heading ‘“Business”
beginning on page 80 of the Listing Particulars. ‘

7. Financial information relating to Parthus

Financial information for the Parthus Group for the years ended 31 December 1999, 2000 and 2001, together
with the results of the Parthus Group for the six months ended 30 June 2002, is contained in pages F-40 to F-71
of the Listing Particulars. Since 30 June 2002 there has been no material change in the financial position of the
Parthus Group.

8. Description of Ceva

Further information relating to the nature of the Ceva Business is contained under the heading “Business”
beginning on page 80 of the Listing Particulars.

9. Financial information relating to Ceva

9.1 Financial information for Ceva for the years ended 31 December 1999, 2000, 2001 and for the six months
ended 30 June 2002, is contained in Sections C and D, respectively of Part I of the Listing Particulars. Since
30 June 2002, there has been no material change in the financial position of DSPG.

9.2 Unaudited pro forma consolidated combined financial data of ParthusCeva for year ended 31 December
2001 and six months ended 30 June 2002 is contained in the Listing Particulars, beginning on page 40. This
financial data is not intended to be a profit forecast and the profits of ParthusCeva will not necessarily be in
line with such data.

10. Material contracts

Information relating to certain material contracts of the Parthus Group and the Ceva Group is contained in
paragraph 8 of Part 3 of the Listing Particulars, beginning on page xviii.

11. Financing arrangements

Morgan Stanley has confirmed that it is satisfied that the necessary financial resources are available to
ParthusCeva to satisfy the payment of cash in respect of fractional entitlements to ParthusCeva Shares under the
Scheme. The cash consideration payable under the Scheme will be financed from existing resources.

12. Consents

12.1 Each of Goldman Sachs International and Morgan Stanley has given and not withdrawn its written consent
to the issue of this document with the inclusion of the references to its name in the form and context in
which it appears.

12.2 Goldman Sachs International is acting as joint sponsor to ParthusCeva in relation to its application to list the
ParthusCeva Shares on the Official List. In addition, Goldman Sachs International is rendering independent
advice to Parthus with regard to the Combination under Rule 3 of the Takeover Code. Goldman Sachs
International has confirmed to Parthus that the scope of work to be carried out by Goldman Sachs
International with regard to its role as joint sponsor of ParthusCeva differs significantly to, and does not, in
the opinion of Goldman Sachs International, conflict with, the work performed in providing financial advice
to Parthus in connection with the Combination. Goldman Sachs International has confirmed to Parthus that
this role does not include the giving by Goldman Sachs International of any financial advice to ParthusCeva
nor to DSPG. Given the complexity of the Combination, the Company believes that it is in the best interest
of Parthus Shareholders for Goldman Sachs International to act as adviser to Parthus pursuant to Rule 3 of
the Takeover Code. :
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13. Time

In this document, references to time are references to Dublin time except unless otherwise expressly provided.

14. Exchange Rates

In this document, and for convenience only, all amounts quoted in euro and/or sterling have been converted using
the following exchange rates:

€1 = £0.6402
€1 =US$0.9799
£1 = US$1.5306

15. Documents available for inspection

Copies of the following documents will be available for inspection during normal business hours on Monday to
Friday (public holidays excepted) up to and including the Effective Date at the registered office of Parthus, and at
the offices of each of L.K. Shields, Solicitors, 39/40 Upper Mount Street, Dublin 2, Ireland; Hale and Dorr, 60
State Street, Boston MA 02109, USA; and Brobeck Hale and Dorr, Alder Castle, 10 Noble Street, London EC2V

7Q1:

(a) all of the documents referred to in paragraph 14 of Part 3 of the Listing Particulars;
(b) the irrevocable undertakings referred to in paragraph 4.9 above;

(c) copies of the service contracts referred to in paragraph 5.2 above;

(d) the consents referred to in paragraph 12 above;

(e) acopy of the letter from Morgan Stanley to the Ceva Directors dated 2 September 2002, as contained in Part
4 of this document;

(f) a full list of all those dealings which have been aggregated for the purpose of disclosure in paragraphs 4.4
and 4.5 above;

(g) acopy of aletter from the Panel dated 5 April 2002; and
(h) the memorandum and articles of association of the Company.

Dated: 2 September 2002.
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Definitions

PART 8

DEFINITIONS AND GLOSSARY OF TECHNICAL TERMS

The following definitions apply throughout this document (other than Part 6 (the Scheme of Arrangement) and in
the notices of the Parthus Meetings), unless the context otherwise requires:

“£” or ‘“‘sterling”

“€” or “eurO”

“1963 Act”
“1990 Act”
“Capital Reduction”

“Capital Repayment”

“Central Bank”

“Ceva”

“Ceva Business”

“Ceva Contribution”

“Ceva Directors”

“Ceva Distribution”

“Ceva Group”

“Ceva Material Adverse Effect”

pounds sterling and “penny” shall mean one one-hundredth of one
pound sterling

the lawful currency of the Europeah Monetary Union and “euro cent”
or “¢” shall mean one one-hundredth of one euro

the Companies Act, 1963 of Ireland (as amended)
the Companies Act, 1990 of Ireland (as amended)

the cancellation of all Scheme Shares (with the exception of the
Designated Shares) and all amounts standing to the credit of the
Company’s share premium account, as set out in the Scheme

the repayment of capital by way of reduction of share premium
account in an aggregate amount as equals the euro equivalent
(calculated on the basis of the relevant exchange rate as shown by the
noon buying rate as quoted on Bloomberg (CRNCY BQ) on the
Effective Date) of US$60 million by Parthus to Parthus Shareholders

The Bank of England, the central bank of the United Kingdom

Ceva, Inc., a Delaware corporation, which will change its name to
ParthusCeva, Inc. prior to the Effective Date

the DSP cores licensing business of DSPG

the contribution and assignment by the DSPG Group to the Ceva
Group of the Ceva Business

the directors of Ceva, whose names appear in paragraph 2.3 of Part 7
of this document

the distribution by DSPG of the outstanding common stock of Ceva to
DSPG Shareholders

Ceva and its subsidiary undertakings

a material adverse change, event, circumstance or development with
respect to, or material adverse effect, whether relating to DSPG, Ceva
or otherwise, on: (i) the business, assets, liabilities, capitalisation,
financial condition, or results of operations of Ceva or the Ceva
Business; or (ii) the ability of DSPG or Ceva to consummate the
transactions contemplated by the Combination Agreement or the
Scheme (other than any such change, event, circumstance or
development, or effect which results from: (a) changes that are the
result of economic factors affecting the national, regional or world
economy; (b) changes that are the result of factors generally affecting
the specific industry or markets in which the Ceva Business competes;
(c) any adverse change, effect or circumstance primarily arising out of
or resulting from actions contemplated by the parties to the
Combination Agreement in connection with the Combination
Agreement or the Scheme or the pendency or announcement of the
transactions contemplated by the Combination Agreement or the
Scheme; (d) changes that reflect quarterly fluctuations in revenues
attributable to the timing of signing of major customer agreements; or
(e) changes in law, rule or regulations or generally accepted
accounting principles or the interpretation thereof)
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“Ceva Shares”

“Ceva Shareholders”

“Code”

“Combination”
“Combination Agreement”
“Court Hearing”

“Court Meetings”

“CREST”

“CRESTCo”

“Deposit Agreement”

“Depositary”

“Designated Shareholder Court
Meeting”

“Designated Shares”

“DSPG”
“DSPG Directors”

“DSPG Group”
“DSPG Shares”
“Effective Date”

“Effective Time”

“Extraordinary General Meeting” or

“EGM”

“Final Court Order(s)”

the shares of common stock, US$0.001 par value per share, of Ceva

holders of Ceva Shares immediately prior to completion of the
Combination

the US Internal Revenue Code of 1986, as amended

the proposed combination of Parthus and Ceva, as described in this
document

the combination agreement dated 4 April 2002 by and among Parthus,
DSPG and Ceva

the hearing before the High Court regarding a petition to sanction the
Scheme under section 201 of the 1963 Act

the First Shareholder Court Meeting, the Second Shareholder Court
Meeting, the First Optionholder Court Meeting, the Second
Optionholder Court Meeting, the Third Optionholder Court Meeting,
the Goldman Sachs Court Meeting and/or the Designated Shareholder
Court Meeting, as the context requires

the relevant system (as defined, in relation to Parthus Shares, in the
Companies Act, 1990 (Uncertificated Securities) Regulations 1996 (SI
No 68 of 1996 of Ireland) or, in relation to ParthusCeva Shares, the
Uncertificated Securities Regulations 2001 (SI No. 2001/3755 of the
United Kingdom) in respect of which CRESTCo is the Operator (as
defined in such regulations), being a paperless settlement system
enabling securities to be evidenced otherwise than by certificate and
transferred otherwise than by way of a written instrument

CRESTCo Limited

the agreement between Parthus, the Depositary and Parthus ADS
holders, containing the terms applicable to the ADSs

JPMorgan Chase Bank, 60 Wall Street, New York, NY 10260

the meeting of the holders of the Designated Shares convened by the
direction of the High Court, pursuant to section 201 of the 1963 Act,
including any adjournment thereof

the seven Parthus Shares held in the names of Gerard Halpenny, Justin
McKenna, Daireann Gibson, Niamh McKeon, Jennifer McGuire,
Maple Nominees Limited and Maple Secretaries Limited subject to an
undertaking to transfer those shares to ParthusCeva forthwith after the
Effective Time

DSP Group, Inc., a Delaware corporation

the directors of DSPG whose names appear in paragraph 2.2 of Part 7
of this document

DSPG and its subsidiary undertakings
the shares of common stock, US$0.001 par value per share, of DSPG

the date of the registration by the Companies Registration Office,
Dublin of the Final Court Order(s) and the minute approved by the
High Court confirming the Capital Reduction

means the time on the Effective Date at which the Scheme becomes
effective

the extraordinary general meeting of Parthus convened by the notice set
out on pages 62 to 71 of this document, including any adjournment
thereof

the order(s) of the High Court sanctioning (i) the Scheme; and (ii) the
Capital Reduction, under sections 201 and 72 of the 1963 Act
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“First Optionholder Court Meeting”

“First Shareholder Court Meeting”

“Form S-17

“Goldman Sachs Court Meeting”

“Goldman Sachs Group”

“Governmental Entity”

“Hearing Date”
“High Court”
“Ireland”

“Irish Control Act”

“IRS”

“Listing Particulars”

“LSE” or “London Stock Exchange”
“Morgan Stanley”

“Nasdaq”

“Official List”

“Optionholder Court Meetings”

“Ordinary Share Allotment Ratio”

‘“Panel”

“Parthus” or the “Company”
“Parthus ADRs”

“Parthus ADS holders”
“Parthus ADSs”

the meeting of Parthus Optionholders whose options may be repriced
in connection with the Combination, convened by the direction of the
High Court, pursuant to section 201 of the 1963 Act, including any
adjournment thereof

the meeting of all Parthus Shareholders convened by the direction -of
the High Court, pursuant to section 201 of the 1963 Act, including any

adjournment thereof

the registration statement on Form S-1 registering the ParthusCeva
Shares under the US Securities Exchange Act of 1934

the meeting of Parthus Shareholders who are members of the
Goldman Sachs Group convened by the direction of the High Court,
pursuant to section 201 of the 1963 Act, including any adjournment
thereof

The Goldman Sachs Group, Inc., the ultimate holding company (as
such term is defined in the 1963 Act) of Goldman Sachs International
and any affiliate of The Goldman Sachs Group, Inc.

any court, commission, governmental body, regulatory authority,
agency or tribunal wherever located

the date on which the Final Court Orders are made
the High Court of Ireland
the Republic of Ireland and ““Irish” shall be construed accordingly

the Irish Mergers and Takeovers (Control) Acts, 1978 to 1996 or any
statutory provision supplementing, amending or replacing the same

the US Internal Revenue Service

the document dated 13 August 2002 comprising listing particulars
relating to Ceva

London Stock Exchange plc

Morgan Stanley & Co. Limited

The Nasdaq National Market, Inc.

the official list of the UK Listing Authority

the First Optionholder Court Meeting, the Second Optionholder Court
Meeting and the Third Optionholder Court Meeting

the fraction, expressed as a decimal with six decimal places,
calculated as of the Scheme Record Time, rounded down to the sixth
decimal place, the numerator of which equals that number of shares of
ParthusCeva Common Stock that, if issued, would constitute 49.9% of
the issued and outstanding shares of ParthusCeva Common Stock as
of the Effective Time including such shares, rounded down to the
nearest whole share; and the denominator of which is the number of
Scheme Shares plus an additional 85,891 Company Ordinary Shares -

the Irish Takeover Panel
Parthus Technologies plc
American Depositary Receipts evidencing Parthus ADSs
holders of Parthus ADSs

American Depositary Shares, each representing 10 Parthus Shares and
evidenced by Parthus ADRs
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“ParthusCeva”
“ParthusCeva Shares”
“Parthus Directors”

“Parthus Group”
“Parthus Material Adverse Effect”’

“Parthus Meetings”
“Parthus Options”

“Parthus Optionholders™

“Parthus Share Schemes”’

“Parthus Shareholders”

“Parthus Shares”

“Scheme” or “Scheme of
Arrangement”

“Scheme Record Time”

“Scheme Shares”

Ceva, following its name change to ParthusCeva, Inc. which will take
place prior to the Effective Date

the shares of common stock, US$0.001 par value per share, of
ParthusCeva

the directors of Parthus whose names appear in paragraph 2.1 of Part 7
of this document

Parthus and its subsidiary undertakings

a material adverse change, event, circumstance or development with
respect to, or material adverse effect on: (i) the business, assets,
liabilities, capitalisation, financial condition, or results of operations
of Parthus and the subsidiaries of Parthus, taken as a whole; or (ii) the
ability of Parthus to consummate the transactions contemplated by the
Combination Agreement or the Scheme (other than any such change,
event, circumstance or development or effect which results from:
(a) changes that are the result of economic factors affecting the
national, regional or world economy; (b) changes that are the result of
factors generally affecting the specific industry or markets in which
Parthus competes; (c) any adverse change, effect or circumstance
primarily arising out of or resulting from actions contemplated by the
parties in connection with the Combination Agreement or the Scheme
or the pendency or announcement of the transactions contemplated by
the Combination Agreement or the Scheme; (d) the continued
incurrence of losses by Parthus in the ordinary course of its business
materially consistent with previous periods; or (e) changes in law, rule
or regulations or generally accepted accounting principles or the
interpretation thereof)

the Court Meetings and the Extraordinary General Meeting

options over Parthus Shares and/or Parthus ADSs granted pursuant to
the Parthus Share Schemes

the holders of Parthus Options

the Parthus 2000 Share Option Plan and the Parthus-Chicory Systems,
Inc. 1999 Employee Stock Option/Stock Issuance Plan, as amended

holders of Parthus Shares (excluding, where reference is made to
Parthus Shareholders in the context of the Second Shareholder Court
Meeting, such holders who are members of the Goldman Sachs Group
and the holders of Designated Shares)

ordinary shares of 0.03c each in the capital of the Company

the proposed scheme of arrangement under section 201 of the 1963 Act
between Parthus, Parthus Shareholders and Parthus Optionholders, as
set out in Part 6 of this document, or with any modification, addition or
condition approved or imposed by the High Court

10.00 p.m. on the business day immediately preceding the Effective
Date or such other time or date agreed between the Company and
Ceva and, if so required, approved by the High Court

(i) the Parthus Shares in issue at the date of this document; and

(ii) -any Parthus Shares issued after the date of this document and
prior to the commencement of the Court Meeting or issued after
the commencement of the Court Meeting and prior to the Scheme
Record Time, in each case on terms that the original or any
subsequent holder thereof shall be bound by the Scheme
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“SEC”

“Second Optionholder Court
Meeting”

“Second Shareholder Court Meeting”

“Securities Act”

“Shareholder Court Meetings”
“Spin-off”

“subsidiary undertaking”
“Supplemental Tax Ruling”

“Takeover Code”

“Tax Ruling”

“Third Optionholder Court Meeting”
“UK Listing Authority”

“United Kingdom” or “UK”
“United States” or “US”

“JS$” or “US dollars”

the US Securities and Exchange Commission

the meeting of Parthus Optionholders whose Options are not to be
repriced in connection with the Combination, convened by the
direction of the High Court, pursuant to section 201 of the 1963 Act,
including any adjournment thereof

the meeting of Parthus Shareholders (other than those who are
members of the Goldman Sachs Group or are holders of the
Designated Shares) convened by direction of the High Court, pursuant
to section 201 of the 1963 Act, including any adjournment thereof

the US Securities Act of 1933

the First Shareholder Court Meeting, the Second Shareholdef Court
Meeting, the Goldman Sachs Court Meeting and the Designated
Shareholder Court Meeting

the contribution of the Ceva Business to the Ceva Group by the DSPG
Group and the distribution by DSPG of all outstanding shares of Ceva
to the DSPG Shareholders

a subsidiary undertaking as that term is defined for the purpose of
Regulation 4(1) of the European Communities (Companies: Group
Accounts) Regulations, 1992 of Ireland

a ruling from the IRS to the effect that the repricing of Parthus
Options does not adversely affect the Tax Ruling

the Irish Takeover Panel Act, 1997, the Irish Takeover Panel Act,
1997, Takeover Rules 2001, and the Irish Takeover Panel Act, 1997,
Substantial Acquisition Rules, 2001, or any rules or directions made
by the Irish Takeover Panel thereunder

the ruling from the IRS dated 11 July 2002 to the effect that (i) the
Ceva Contribution qualifies as a reorganisation within the meaning of
Section 368 of the Code; (ii) the Ceva Distribution and the Internal
Distribution (as defined in the IRS Ruling Letter issued to DSPG
dated 26 September 2001) comply with the requirements of Section
355 of the Code and (iii) other transactions and events as to which
DSPG has requested rulings will not cause Section 355 of the Code to
apply to the Ceva Distribution and the Internal Distribution

the meeting of all Parthus Optionholders, convened by the direction of
the High Court, pursuant to section 201 of the 1963 Act, including any
adjournment thereof

the Financial Services Authority acting in its capacity as the
competent authority for listing in the United Kingdom under Part VI
of the Financial Services and Markets Act 2000

the United Kingdom of Great Britain and Northern Ireland

the United States of America and its territories and possessions and
any other areas subject to its jurisdiction '

United States dollars and “US cent” shall mean one one-hundredth of
one US dollar
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Glossary of technical terms

“2.5G”

6‘3G”
“802.11”

“Bluetooth”

“core”
[1 ‘DSP’ b

“gate”

“GPRS”

“GPS”

“GSM’ ?

“integrated circuit”
“IP”

“MP3”

“OEM”

“PDA”
“RISC”

“semiconductor’

“transistor”

“VoIP”

“W-CDMA”

a mid-way technology between second-generation mobile
communications (such as GSM) and 3G

third-generation of mobile communications technology

the family of specifications developed by the Institute of Electrical
and Electronics Engineers for wireless local area network
(“W-LAN”) technology, which specifies an over-the-air interface
between a wireless client and a base station or between two wireless
clients

a technology specification for a low cost, short range link between
mobile phones, lap top computers and other portable devices

a block of intellectual property that is used in the design and
production of an integrated circuit; especially, a reusable block of
such IP that can easily be inserted into a larger design

digital signal processing; a variety of techniques specialised computer
circuits use to perform rapid and complex operations on digital
information, especially the processing audio and video signals

the most basic logic element; a collection of (on average) three
transistors

General Packet Radio Service, a standard for wireless
communications by which runs at speeds of up to 115 kilobits per
second

Global Positioning System; a system of satellites for identifying earth
locations — by triangulation of signals from three of the satellites, a
receiving unit can pinpoint its current location anywhere on earth to
within a few metres

Global Systems for Mobile Communication, the standard for wireless
communication which runs at speeds of up to 9.6 kilobits per second

a single semiconductor chip on which thousands or millions of
transistors are combined

intellectual property

MPEG Audio Layer 3; an audio compression technology. MP3 uses
perceptual audio coding to compress CD-quality sound by a factor of
12, while providing almost the same fidelity

original equipment manufacturer; a manufacturer that sells equipment
to a reseller for re-branding or re-packaging

personal digital assistant

reduced instruction set computing; a type of process or architecture
that processes programs more simply than complex instruction set
computing (““CISC”) microprocessors because it uses smaller, less
complex sets of instructions

generic name for devices such as transistors and integrated circuits
that can control the flow of electrical signals

the basic building block of modemn semiconductor microelectronicfs; a
transistor regulates current flow or voltage and acts as a switch or gate
for electronic signals

Voice-over Internet Protocol; a technology for the transmission of
voice over the Internet

Wideband Code Division Multiple Access; the proposed European
standard for 3G mobile networks
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PARTHUS TECHNOLOGIES PLC
NOTICE OF EXTRAORDINARY GENERAL MEETING

Notice is hereby given that an extraordinary general meeting of Parthus Technologies plc (the “Company”) will
be held at Parthus Technologies plc, 32-34 Harcourt Street, Dublin 2, Ireland on 26 September 2002 at
10.00 a.m. for the purpose of considering and, if thought fit, passing the following resolutions, which will be
proposed in the case of resolutions 1 and 3 as ordinary resolutions and in the case of resolution 2 as a special
resolution:

RESOLUTIONS

THAT, subject to the passing of the resolutions at the court convened meetings of the shareholders and
optionholders of the Company to be held on today’s date after the extraordinary general meeting convened by
this notice shall have concluded or been adjourned:

1. Ordinary Resolution

The Scheme of Arrangement proposed to be entered into between the Company, the holders of ordinary shares of
0.03c and the holders of options (a print of which has been produced to this meeting and for the purpose of
identification has been signed by the chairman of this meeting) be hereby approved in the form produced to the
meeting or with or subject to any modifications, additions or conditions approved or imposed by the High Court
(the “Scheme”) and the directors of the Company be and are hereby authorised to take all such steps as they
consider necessary or desirable to implement the Scheme.

2. Special Resolution
Subject to the passing of resolutions numbered 1 and 3 in the notice of this meeting:
(i) For the purpose of giving effect to the Scheme:

(a) subject to the confirmation of the High Court, the capital of the Company be and is hereby
reduced by the cancellation of such part of the amount standing to the credit of the Company’s
share premium account as is equal to the euro equivalent (calculated on the basis of the relevant
exchange rate shown by the noon buying rate as quoted on Bloomberg (CRNCY BQ) on the
Effective Date) of US$60 million (the “Capital Repayment”), being capital which is in excess of
the wants of the Company;

(b) subject to the confirmation of the High Court, the capital of the Company be reduced by
cancelling and extinguishing (i) all the Scheme Shares with the exception of the Designated
Shares (as defined in the Scheme) and (ii) all amounts currently standing to the credit of the share
premium account, (as reduced by virtue of the Capital Repayment), capital redemption reserve
fund and capital conversion reserve fund of the Company; and

(c) for the purposes of Section 24(1) of the Companies (Amendment) Act, 1983, the directors of the
Company be and are hereby empowered to allot equity securities for cash, provided that (i) this
power shall be limited to the allotment of the new ordinary shares referred to in paragraph (ii)(a)
of resolution number 3 below, and (ii) that this power shall expire on 31 December 2002 and (iii)
this power shall be without prejudice to any other authority under the said Section 24 previously
granted before the date on which this resolution is passed.

(ii) subject to the Scheme becoming effective the articles of association of the Company be hereby
amended by the adoption and inclusion of the following new article 3A:

“Shares not subject to Scheme of Arrangement

(a) In this article, references to the “Scheme” are to the Scheme of Arrangement between the
Company and the holders of Company Ordinary Shares and the holders of Company Share
Options (as each is defined in the Scheme) under section 201 of the Companies Act, 1963
approved by the members and optionholders of the Company on 6 September 2002 and terms
defined in the Scheme shall have the same meanings in this article.

62




(b

©

(d)

If any Ordinary Shares, other than Scheme Shares, are allotted or issued to any person (a “new
member”) (other than to ParthusCeva or any subsidiary undertaking of ParthusCeva or anyone
acting on behalf of ParthusCeva or any subsidiary undertaking of ParthusCeva) at or after
10:00 p.m. on the business day immediately prior to the Effective Date they will, provided that the
Scheme has become effective, be immediately transferred to ParthusCeva in consideration of, and
conditional on, the issue to the new member in accordance with the Ordinary Share Allotment
Ratio, being ParthusCeva Common Stock which ranks pari passu with all other ParthusCeva
Common Stock for the time being in issue and ranking for any dividends or distributions made,
paid or declared thereon following the date on which the transfer of the shares in the Company is
executed.

The number of shares of ParthusCeva Common Stock to be issued to the new member under this
article 3A may be adjusted by the Directors in such manner as the Company’s Auditors may
determine, on any reorganisation of the share capital of the Company or of ParthusCeva.

To give effect to any such transfer required by this article 3A, the Company may appoint any
person to execute a form of transfer on behalf of the new member in favour of ParthusCeva and to
agree for and on behalf of the new member to become a stockholder of ParthusCeva. Pending the
registration of ParthusCeva as the holder of any share to be transferred pursuant to this article 3A,
ParthusCeva shall be empowered to appoint a person nominated by the Directors to act as attorney
on behalf of each holder of the share in accordance with such directions as ParthusCeva may give
in relation to any dealings with or disposal of such share (or any interest therein), exercising any
rights attached thereto or receiving any distribution or other benefit accruing or payable in respect
thereof and the registered holders of such share shall exercise all rights attaching thereto in
accordance with the directions of ParthusCeva but not otherwise.”

3. Ordinary Resolution

For the purpose of giving effect to the Scheme and subject to the passing of resolution number 1 in the notice of
this meeting and subject to and contingent upon the reduction of capital referred to in paragraph (i)(b) of
resolution number 2 above taking effect:

®

(ii)

the directors of the Company be hereby authorised pursuant to and in accordance with section 20 of the
Companies (Amendment) Act, 1983 to give effect to this resolution and accordingly to effect the
allotment of the new ordinary shares referred to in paragraph (ii)(a) below provided that (i) this
authority shall expire on 31 December 2002, (ii) the maximum aggregate nominal amount of shares
which may be allotted hereunder shall be €174,000 and (iii) this authority shall be without prejudice to
any other authority under the said section 20 previously granted before the date on which this
resolution is passed; and

(a)

(b)

the authorised share capital of the Company be increased by €174,000 by the creation of
580,000,000 new ordinary shares of 0.03¢ each; and

€174,000 of the credit arising in the books of account of the Company as a result of the
cancellation of the Scheme Shares and all amounts currently standing to the credit of the share
premium account, capital redemption reserve fund and capital conversion reserve fund of the
Company be applied in paying up in full at par 580,000,000 new ordinary shares of 0.03c each,
such new ordinary shares to be allotted and issued credited as fully paid to Ceva, Inc. and/or its
nominee.

BY ORDER of the Board

Peter McManamon

Secretary

32-34 Harcourt Street
Dublin 2, Ireland

Dated: 2 September 2002

Notes:

(a) Any shareholder of the Company entitled to attend and vote may appoint another person (whether a member
or not) as his/her proxy to attend, speak and vote on his/her behalf. For this purpose a white form of proxy is
enclosed with this Notice. A shareholder entitled to attend and vote is entitled to appoint a proxy or
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(b)

(©

(d)

(e)

proxies to attend and vote instead of that shareholder. A proxy need not be a shareholder of the Company.
Lodgement of the form of proxy will not prevent the shareholder from attending and voting at the meeting.

Only shareholders, proxies and authorised representatives of corporations which are shareholders are
entitled to attend the meeting.

To be valid, the form of proxy and, if relevant, the power of attorney under which it is signed, or a certified
copy of that power of attorney, must be received by Capita Corporate Registrars Plc, Unit 5, Manor Street
Business Park, Manor Street, Dublin 7, Ireland not later than 48 hours before the time appointed for the
meeting. Please return the form of proxy by posting the actual form of proxy itself, the postage on which is
pre-paid.

Only holders of ordinary shares on the register at 10:00 p.m. on the day prior to the day immediately before
the meeting or any adjourned meeting (as the case may be) shall be entitled to attend and/or vote at the
meeting. They shall be entitled to vote in respect of the number of ordinary shares registered in their names
at the above time and any subsequent changes to the register shall be disregarded in determining rights to
attend and vote.

In the case of joint holders, the vote of the senior holder who tenders a vote, whether in person or by proxy,
will be accepted to the exclusion of the votes of the other joint holder(s) and for this purpose seniority will
be determined by the order in which the names stand in the register of members of the Company in respect
of the relevant joint holding.
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IN THE HIGH COURT 2002 No. 371 COS.

IN THE MATTER OF
PARTHUS TECHNOLOGIES PLC
-and-
IN THE MATTER OF THE COMPANIES ACTS, 1963 to 2001

NOTICE IS HEREBY GIVEN that, by an order dated 28 August 2002 made in the above matters, the High Court
directed a meeting to be convened of the holders of Company Ordinary Shares (as defined in the scheme of
arrangement referred to below) for the purpose of considering and, if thought fit, approving (with or without
modification) a scheme of arrangement proposed to be made between Parthus Technologies Public Limited
Company (the “Company”), the holders of Company Ordinary Shares and the holders of Company Share Options
(as defined in the scheme of arrangement referred to below) and that such meeting will be held at Parthus
Technologies plc, 32-34 Harcourt Street, Dublin 2, Ireland on 26 September 2002 at 10:10 a.m. (or as soon
thereafter as the extraordinary general meeting of the Company convened for 10:00 a.m. on the same day and at
the same place, shall have concluded or been adjourned) at which place and time all holders of Company
Ordinary Shares are requested to attend.

A copy of the said scheme of arrangement and a copy of the statement required to be furnished pursuant to
section 202 of the Companies Act, 1963 are incorporated in the document of which this notice forms part.

Shareholders of the Company may vote in person at the meeting or they may appoint another person as
their proxy to attend and vote in their stead. A proxy need not bhe a member of the Company. A blue form
of proxy for use at the meeting is enclosed with this notice.

In the case of joint holders, the vote of the senior holder who tenders a vote, whether in person or by proxy, will
be accepted to the exclusion of the votes of the other joint holder(s) and for this purpose seniority will be
determined by the order in which the names stand in the register of members of the Company in respect of the
relevant joint holding.

It is requested that forms appointing proxies be lodged with Capita Corporate Registrars Plc, Unit 5, Manor
Street Business Park, Manor Street, Dublin 7, Ireland, not less than 48 hours before the start of the meeting but, if
forms are not so lodged, they may be handed to the chairman before the start of the meeting.

Entitlement to attend and vote at the meeting and the number of votes which may be cast thereat will be
determined by reference to the register of members of the Company at 10:00 p.m. on the day prior to the day
immediately before the meeting or any adjourned meeting (as the case may be).

By the said order, the Court has appointed Michael Peirce or, failing him, Brian Long or, failing him, Kevin
Fielding, to act as chairman of the meeting and has directed the chairman to report the result of the meeting to the
High Court.

The said scheme of arrangement will be subject to the subsequent approval of the High Court.

Dated: 2 September 2002

Parthus Technologies plc, L.K. SHIELDS, Solicitors,
32-34 Harcourt Street, 39/40 Upper Mount Street,
Dublin 2, Ireland Dublin 2, Ireland
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IN THE HIGH COURT 2002 No. 371 COS.

IN THE MATTER OF
PARTHUS TECHNOLOGIES PLC
-and-

IN THE MATTER OF THE COMPANIES ACTS, 1963 to 2001

NOTICE IS HEREBY GIVEN that, by an order dated 28 August 2002 made in the above matters, the High Court
directed a meeting to be convened of the holders of Company Ordinary Shares (as defined in the scheme of
arrangement referred to below) except holders who are members of the Goldman Sachs Group (as defined in the
circular to which this notice forms part) or holders of Designated Shares (as defined in the scheme of
arrangement referred to below) for the purpose of considering and, if thought fit, approving (with or without
modification) a scheme of arrangement proposed to be made between Parthus Technologies Public Limited
Company (the “Company”), the holders of Company Ordinary Shares and the holders of Company Share Options
(as defined in the scheme of arrangement referred to below) and that such meeting will be held at Parthus
Technologies plc, 32-34 Harcourt Street, Dublin 2, Ireland on 26 September 2002 at 10:20 a.m. (or as soon
thereafter as the High Court directed meeting of holders of Company Ordinary Shares convened for 10:10 a.m.
on the same day and at the same place, shall have concluded or been adjourned) at which place and time all
holders of Company Ordinary Shares (except holders who are members of the Goldman Sachs Group or holders
of Designated Shares are requested to attend.

A copy of the said scheme of arrangement and a copy of the statement required to be furnished pursuant to
section 202 of the Companies Act, 1963 are incorporated in the document of which this notice forms part.

Shareholders of the Company (except holders who are members of the Goldman Sachs Group or holders
of Designated Shares) may vote in person at the meeting or they may appoint another person as their
proxy to attend and vote in their stead. A proxy need not be a member of the Company. A green form of
proxy for use at the meeting is enclosed with this notice.

In the case of joint holders, the vote of the senior holder who tenders a vote, whether in person or by proxy, will
be accepted to the exclusion of the votes of the other joint holder(s) and for this purpose seniority will be
determined by the order in which the names stand in the register of members of the Company in respect of the
relevant joint holding.

It is requested that forms appointing proxies be lodged with Capita Corporate Registrars Plc, Unit 5, Manor
Street Business Park, Manor Street, Dublin 7, Ireland, not less than 48 hours before the start of the meeting but, if
forms are not so lodged, they may be handed to the chairman before the start of the meeting.

Entitlement to attend and vote at the meeting and the number of votes which may be cast thereat will be
determined by reference to the register of members of the Company at 10:00 p.m. on the day prior to the day
immediately before the meeting or any adjourned meeting (as the case may be).

By the said order, the Court has appointed Michael Peirce or, failing him, Brian Long or, failing him, Kevin
Fielding, to act as chairman of the meeting and has directed the chairman to report the result of the meeting to the
High Court.

The said scheme of arrangement will be subject to the subsequent approval of the High Court.

Dated: 2 September 2002

Parthus Technologies plc, L.K. SHIELDS, Solicitors,
32-34 Harcourt Street, 39/40 Upper Mount Street,
Dublin 2, Ireland Dublin 2, Ireland
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IN THE HIGH COURT 2002 No. 371 COS.

IN THE MATTER OF
PARTHUS TECHNOLOGIES PLC
-and-

IN THE MATTER OF THE COMPANIES ACTS, 1963 to 2001

NOTICE IS HEREBY GIVEN that, by an order dated 28 August 2002 made in the above matters, the High Court
directed a meeting to be convened of the holders of the Company Share Options (as defined in the scheme of
arrangement referred to below), who hold options that may be repriced in connection with the Combination (as
defined in the scheme of arrangement referred to below), for the purpose of considering and, if thought fit,
approving (with or without modification) a scheme of arrangement proposed to be made between Parthus
Technologies Public Limited Company (the “Company”) and the holders of Company Ordinary Shares (as
defined in the scheme of arrangement referred to below) and the holders of Company Share Options and that
such meeting will be held at Parthus Technologies plc, 32-34 Harcourt Street, Dublin 2, Ireland on 26 September
2002 at 10:30 a.m. (or as soon thereafter as the High Court directed meeting of certain holders of Company
Ordinary Shares convened for 10:20 a.m. on the same day and at the same place, shall have concluded or been
adjourned) at which place and time all holders of Company Share Options, who hold options that may be
repriced in connection with the Combination, are requested to attend.

A copy of the said scheme of arrangement and a copy of the statement required to be furnished pursuant to
section 202 of the Companies Act, 1963 are incorporated in the document of which this notice forms part.

Holders of Company Share Options who hold options that may be repriced in connection with the
Combination may vote in person at the meeting or they may appoint another person as their proxy to
attend and vote in their stead. A proxy need not be a holder of Company Share Options. A yellow form of
proxy for use at the meeting is enclosed with this notice.

It is requested that forms appointing proxies be lodged with Capita Corporate Registrars Ple, Unit 5, Manor
Street Business Park, Manor Street, Dublin 7, Ireland, not less than 48 hours before the start of the meeting but, if
forms are not so lodged, they may be handed to the chairman before the start of the meeting.

Entitlement to attend and vote at the meeting and the number of votes which may be cast thereat will be
determined by reference to the register of optionholders of the Company at 10:00 p.m. on the day prior to the day
immediately before the meeting or any adjourned meeting (as the case may be) and to whether the options held
by a holder of Company Share Options are to be repriced in connection with the Combination.

By the said order, the Court has appointed Michael Peirce or, failing him, Brian Long or, failing him, Kevin
Fielding, to act as chairman of the meeting and has directed the chairman to report the result of the meeting to the
High Court.

The said scheme of arrangement will be subject to the subsequent approval of the High Court.

Dated: 2 September 2002

Parthus Technologies plc, L.K. SHIELDS, Solicitors,
32-34 Harcourt Street, 39/40 Upper Mount Street,
Dublin 2, Ireland Dublin 2, Ireland
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IN THE HIGH COURT 2002 No. 371 COS.

IN THE MATTER OF
PARTHUS TECHNOLOGIES PLC
-and-

IN THE MATTER OF THE COMPANIES ACTS, 1963 to 2001

NOTICE IS HEREBY GIVEN that, by an order dated 28 August 2002 made in the above matters, the High Court
directed a meeting to be convened of the holders of the Company Share Options (as defined in the scheme of
arrangement referred to below) who hold options that are not to be repriced in connection with the Combination
(as defined in the scheme of arrangement referred to below) for the purpose of considering and, if thought fit,
approving (with or without modification) a scheme of arrangement proposed to be made between Parthus
Technologies Public Limited Company (the “Company”) and the holders of Company Ordinary Shares (as
defined in the scheme of arrangement referred to below) and the holders of Company Share Options and that
such meeting will be held at Parthus Technologies plc, 32-34 Harcourt Street, Dublin 2, Ireland on
26 September 2002 at 10:40 a.m. (or as soon thereafter as the High Court directed meeting of certain holders of
Company Share Options convened for 10:30 a.m. on the same day and at the same place, shall have concluded
or been adjourned) at which place and time all holders of Company Share Options who hold options that are not
to be repriced in connection with the Combination, are requested to attend.

A copy of the said scheme of arrangement and a copy of the statement required to be furnished pursuant to
section 202 of the Companies Act, 1963 are incorporated in the document of which this notice forms part.

Holders of Company Share Options who hold options that are not to be repriced in connection with the
Combination may vote in person at the meeting or they may appoint another person as their proxy to
attend and vote in their stead. A proxy need not be a holder of Company Share Options. An orange form
of proxy for use at the meeting is enclosed with this notice.

It is requested that forms appointing proxies be lodged with Capita Corporate Registrars Plc, Unit 5, Manor
Street Business Park, Manor Street, Dublin 7, Ireland, not less than 48 hours before the start of the meeting but, if
forms are not so lodged, they may be handed to the chairman before the start of the meeting.

Entitlement to attend and vote at the meeting and the number of votes which may be cast thereat will be
determined by reference to the register of optionholders of the Company at 10:00 p.m. on the day prior to the day
immediately before the meeting or any adjourned meeting (as the case may be) and to whether the options held
by a holder of Company Share Options are not to be repriced in connection with the Combination.

By the said order, the Court has appointed Michael Peirce or, failing him, Brian Long or, failing him, Kevin
Fielding, to act as chairman of the meeting and has directed the chairman to report the result of the meeting to the
High Court.

The said scheme of arrangement will be subject to the subsequent approval of the High Court.

Dated: 2 September 2002

Parthus Technologies plec, ‘ L.K. SHIELDS, Solicitors,
32-34 Harcourt Street, 39/40 Upper Mount Street,
Dublin 2, Ireland Dublin 2, Ireland
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IN THE HIGH COURT 2002 No. 371 COS.

IN THE MATTER OF
PARTHUS TECHNOLOGIES PLC
-and-

IN THE MATTER OF THE COMPANIES ACTS, 1963 to 2001

NOTICE IS HEREBY GIVEN that, by an order dated 28 August 2002 made in the above matters, the High Court
directed a meeting to be convened of the holders of the Company Share Options (as defined in the scheme of
arrangement referred to below) for the purpose of considering and, if thought fit, approving (with or without
modification) a scheme of arrangement proposed to be made between Parthus Technologies Public Limited
Company (the “Company”) and the holders of Company Ordinary Shares (as defined in the scheme of
arrangement referred to below) and the holders of Company Share Options and that such meeting will be held at
Parthus Technologies plc, 32-34 Harcourt Street, Dublin 2, Ireland on 26 September 2002 at 10:50 a.m. (or as
soon thereafter as the High Court directed meeting of certain holders of Company Share Options convened for
10:40 a.m. on the same day and at the same place, shall have concluded or been adjourned) at which place and
time all holders of Company Share Options are requested to attend.

A copy of the said scheme of arrangement and a copy of the statement required to be furnished pursuant to
section 202 of the Companies Act, 1963 are incorporated in the document of which this notice forms part.

Holders of Company Share Options may vote in person at the meeting or they may appoint another person
as their proxy to attend and vote in their stead. A proxy need not be a holder of Company Share Options.
A purple form of proxy for use at the meeting is enclosed with this notice.

It is requested that forms appointing proxies be lodged with Capita Corporate Registrars Plc, Unit 5, Manor
Street Business Park, Manor Street, Dublin 7, Ireland, not less than 48 hours before the start of the meeting but, if
forms are not so lodged, they may be handed to the chairman before the start of the meeting.

Entitlement to attend and vote at the meeting and the number of votes which may be cast thereat will be
determined by reference to the register of optionholders of the Company at 10:00 p.m. on the day prior to the day
immediately before the meeting or any adjourned meeting (as the case may be).

By the said order, the Court has appointed Michael Peirce or, failing him, Brian Long or, failing him, Kevin
Fielding, to act as chairman of the meeting and has directed the chairman to report the result of the meeting to the
High Court.

The said scheme of arrangement will be subject to the subsequent approval of the High Court.

Dated: 2 September 2002

Parthus Technologies plc, L.K. SHIELDS, Solicitors,
32-34 Harcourt Street, 39/40 Upper Mount Street,
Dublin 2, Ireland Dublin 2, Ireland
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IN THE HIGH COURT 2002 No. 371 COS.

IN THE MATTER OF
PARTHUS TECHNOLOGIES PLC
-and-

IN THE MATTER OF THE COMPANIES ACTS, 1963 to 2001

NOTICE IS HEREBY GIVEN that, by an order dated 28 August 2002 made in the above matters, the High Court
directed a meeting to be convened of the holders of Company Ordinary Shares (as defined in the scheme of
arrangement referred to below) who are members of the Goldman Sachs Group (as defined in the circular to
which this notice forms part) for the purpose of considering and, if thought fit, approving (with or without
modification) a scheme of arrangement proposed to be made between Parthus Technologies Public Limited
Company (the “Company”) and the holders of Company Ordinary Shares and the holders of Company Share
Options (as defined in the scheme of arrangement referred to below) and that such meeting will be held at
Parthus Technologies plc, 32-34 Harcourt Street, Dublin 2, Ireland on 26 September 2002 at 11:00 a.m. (or as
soon thereafter as the meeting of certain holders of Company Share Options convened for 10:50 a.m. on the same
day and at the same place, shall have concluded or been adjourned) at which place and time all holders of
Company Ordinary Shares who are members of the Goldman Sachs Group are requested to attend.

A copy of the said scheme of arrangement and a copy of the statement required to be furnished pursuant to
section 202 of the Companies Act, 1963 are incorporated in the document of which this notice forms part.

Shareholders of the Company who are members of the Goldman Sachs Group may vote in person at the
meeting or they may appoint another person as their proxy to attend and vote in their stead. A proxy need
not be a member of the Goldman Sachs Group or a member of the Company. A pink form of proxy for use
at the meeting is enclosed with this notice.

In the case of joint holders, the vote of the senior holder who tenders a vote, whether in person or by proxy, will
be accepted to the exclusion of the votes of the other joint holder(s) and for this purpose seniority will be
determined by the order in which the names stand in the register of members of the Company in respect of the
relevant joint holding.

It is requested that forms appointing proxies be lodged with Capita Corporate Registrars Pic, Unit 5, Manor
Street Business Park, Manor Street, Dublin 7, Ireland, not less than 48 hours before the start of the meeting but, if
forms are not so lodged, they may be handed to the chairman before the start of the meeting.

Entitlement to attend and vote at the meeting and the number of votes which may be cast thereat will be
determined by reference to the register of members of the Company at 10:00 p.m. on the day prior to the day
immediately before the meeting or any adjourned meeting (as the case may be).

By the said order, the Court has appointed Michael Peirce or, failing him, Brian Long or, failing him, Kevin
Fielding, to act as chairman of the meeting and has directed the chairman to report the result of the meeting to the
High Court.

The said scheme of arrangement will be subject to the subsequent approval of the High Court.

Dated: 2 September 2002

Parthus Technologies plc, L.K. SHIELDS, Solicitors,
32-34 Harcourt Street, 39/40 Upper Mount Street,
Dublin 2, Ireland Dublin 2, Ireland
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IN THE HIGH COURT 2002 No. 371 COS.

IN THE MATTER OF
PARTHUS TECHNOLOGIES PLC
-and-

IN THE MATTER OF THE COMPANIES ACTS, 1963 to 2001

NOTICE IS HEREBY GIVEN that, by an order dated 28 August 2002 made in the above matters, the High Court
directed a meeting to be convened of the holders of Designated Shares (as defined in the scheme of arrangement
referred to below) for the purpose of considering and, if thought fit, approving (with or without modification) a
scheme of arrangement proposed to be made between Parthus Technologies Public Limited Company (the
“Company”) and the holders of Company Ordinary Shares (as defined in the Scheme of arrangement referred to
below) and the holders of Company Share Options (as defined in the scheme of arrangement referred to below)
and that such meeting will be held at Parthus Technologies plc, 32-34 Harcourt Street, Dublin 2, Ireland on
26 September 2002 at 11:10 a.m. (or as soon thereafter as the High Court directed meeting of the holders of
Company Ordinary Shares who are members of the Goldman Sachs Group (as defined in the circular to which
this notice forms part) convened for 11:00 a.m. on the same day and at the same place, shall have concluded or
been adjourned) at which place and time all holders of Designated Shares are requested to attend.

A copy of the said scheme of arrangement and a copy of the statement required to be furnished pursuant to
section 202 of the Companies Act, 1963 are incorporated in the document of which this notice forms part.

Holders of Designated Shares may vote in person at the meeting or they may appoint another person as
their proxy to attend and vote in their stead. A proxy need not be a holder of Designated Shares or a
member of the Company. A red form of proxy for use at the meeting is enclosed with this notice.

It is requested that forms appointing proxies be lodged with Capita Corporate Registrars Plc, Unit 5, Manor
Street Business Park, Manor Street, Dublin 7, Ireland, not less than 48 hours before the start of the meeting but, if
forms are not so lodged, they may be handed to the chairman before the start of the meeting.

Entitlement to attend and vote at the meeting and the number of votes which may be cast thereat will be
determined by reference to the register of members of the Company at 10:00 p.m. on the day prior to the day
irnmediately before the meeting or any adjourned meeting (as the case may be).

By the said order, the Court has appointed Michael Peirce or, failing him, Brian Long or, failing him, Kevin
Fielding, to act as chairman of the meeting and has directed the chairman to report the result of the meeting to the
High Court.

The said scheme of arrangement will be subject to the subsequent approval of the High Court.

Dated: 2 September 2002

Parthus Technologies ple, L.K. SHIELDS, Solicitors,
32-34 Harcourt Street, 39/40 Upper Mount Street,
Dublin 2, Ireland Dublin 2, Ireland
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THIS DOCUMENT IS IMPORTANT AND REQUIRES
YOUR IMMEDIATE ATTENTION
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parthus | eve

Proposed combination of
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Listing Particulars




THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION, If you are in any doubt as to the action
you should take, you are recommended te seek your own financial advice immediately from your stockbroker, bank manager;
solicitor, accountant or other independent financial adviser who, if you are taking advice in Ireland, is authorised or exempted under
the Investment Intermediaries Act, 1995, or, if you are in the United Kingdom, is authorised under the Financial Services and
Markets Act 2000 (“FSMA?’), or from another appropriately authorised independent financial adviser.

If you have sold or otherwise transferred all of your Parthus Shares or Parthus ADSs, please send thls document and the
accompanying documents at once to the purchaser or transferee, or to the stockbroker, bank or other agent through whom the sale or
transfer was effected, for transmission to the purchaser or transferee. If you have sold or otherwise transferred some of your Parthus
Shares or Parthus ADSs, you should lmmedlately consult the stockbroker, bank or other agent through whom the sale or transfer
was effected.

This document comprises listing particulars relating to ParthusCeva, Inc. (“ParthusCeva” or the “Company ") in accordance with the listing
rules of the UK Listing Authority made under section 74 of FSMA (“Listing Rules”). Included as Section I of this document is a modified
version of a prospectus which forms part of a registration statement on Form S-1 under the US Securities Act (“Prospectus’). The Prospectus
has been modified so as to comply with the Listing Rules. The Prospectus (in its unmodified form) is being prepared in accordance with the
rules of the Securities and Exchange Commission in connection with the Separation and the Combination and will be.sent immediately
following completion of the Combination to stockholders of ParthusCeva (other than those stockholders who were Parthus Shareholders or
Parthus ADS holders immediately prior to completion of the Combination). :

This document has been delivered to the Registrar of Companies in England and Wales for registration in accordance with Secuon 83 of
FSMA.

The Directors and the Proposed Directors, whose names appear on page ii of this document accept responsibility for the information
contained in this document other than, in the case of the Directors, that relating to the Parthus Group, the Parthus Directors, their immediate
families, related trusts and persons connected with them. To the best of the knowledge and belief of the Directors and the Proposed Directors
(who have taken all reascnable care to ensure that such is the case), the information contained in this document for which they accept
responsibility is in accordance with the facts and does not omit anythmg likely to affect the import of such information.

Parthus and the Parthus Directors accept responsibility for the information contained in this document relating to the Parthus Group, the
Parthus Directors, their immediate families, related trusts and persons connected with them. To the best of the knowledge and belief of
Parthus and the Parthus Directors (who have taken all reasonable care to ensure that such is the case), the information contained in this
document for which they accept respon51b111ty is in accordance with the facts and does not omnit anythmg likely to affect the import of such
information.

Application has been made to the UK Listing Authority for the shares of common stock of ParthusCeva (the “ParthusCeva Shares”) in issue
immediately following the Combination to be admitted to the Official List and to the London Stock Exchange for the ParthusCeva Shares to
be admitted to trading on the London Stock Exchange’s market for listed securities. Subject, among other things, to Parthus Shareholder
approval of the Scheme, sanction of the Scheme by the High Court and completion of the Combination, it is expected that admission of the
ParthusCeva Shares to the Official List will become effective and that dealings in the ParthusCeva Shares will commence at 2:30 p.m. (Dublin
time) on the Effective Date. Application has also been made for the ParthusCeva Shares to be quoted on the Nasdaq National Market, and
subject to fulfilling the listing requirements of the Nasdaq National Market, dealings in the ParthusCeva Shares are expected to commence at
2.30 p.m. (Dublin time) on the Effective Date.

This document has been prepared in connection with the Combination and, unless the context otherwise requires, assumes the
Scheme, the Capital Repayment and the Combination have become effective and the transactions relating to the Combination, the
Scheme and the Capital Repayment have been completed. Accordingly, many of the events detailed in this document will not yet have
occurred and may not occur. The Company will give notification of any significant change affecting any matter contained in this
document or of any significant new matter arising after the date of this document which is relevant to the information contained in
this document. A detailed description of the Combination, the Scheme and the Capital Repayment and certain related transactions is

set out on pages 35 to 38 of this document.
= D
Ve

Ceva, Inc.
(to be renamed ParthusCeva, Inc.)
(Incorporated in Delaware, United Stgtes) ’

LISTING PARTICULARS

Introduction of ParthusCeva Shares to the Official List and to trading on the London Stock
Exchange in connection with the proposed combination of Ceva, Inc. and Parthus Technologies plc

Authorised Share capital following Admission Issued and fully paid*
Number Par Value Number Par Value-
105,000,000 US$105,000 Common Stock of US$0.001 each 20,303,465 US$20,303
5,000,000 N/A Preferred Stoclg (Un-designated) Nil N/A

*  This assumes exercise, between the date of this document and Admission, of all Parthus Options and options over the shares of Ceva
common stock. )

This document does not constitute an offer to sell or an invitation to any person to subscribe for, or purchase, any securities in ParthusCeva or

in any other entity. The distribution of this document and any of the accompanying documents in jurisdictions other than the United Kingdom,

Ireland or the United States may be restricted by law and therefore persons into whose possession this document or any of the accompanying

documents comes should inform themselves about and observe any such restriction. Any failure to comply with these restrictions may

constitute a violation of the securities law of any such jurisdiction.

For a discussion of certain factors that should be considered in connection with the ParthusCeva Shares, see “Risk Factors’ set out on

pages 7 to 25 of this document.

Morgan Stanley is acting for DSPG Group, Inc. and Ceva, Inc. and no one else in connection with the Combination and the Scheme and will

not be responsible to anyone other than DSPG Group, Inc. and Ceva, Inc. for providing the protections offered to clients of Morgan Stanley,

nor for providing advice in relation to the Combination and the Scheme.

Goldman Sachs is acting for Parthus Technologies plc and no one else in connection with the Combination, the Scheme and the Capital

Repayment and will not be responsible to anyone other than Parthus for providing the protections offered to clients of Goldman Sachs, nor for

providing advice in relation to the Combination, the Scheme and the Capital Repayment.

Goldman Sachs and Morgan Stanley are acting for ParthusCeva and no one else in connection with the application for the ParthusCeva Shares

to be admitted to the Official List and to trading on the London Stock Exchange and will not be responsible to anyone other than ParthusCeva

for providing the protections offered to their clients, nor for providing advice in relation to the application for the ParthusCeva Shares to be

admitted to the Official List and to trading on the London Stock Exchange.
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SECTION I — ADDITIONAL INFORMATION

DIRECTORS, PROPOSED DIRECTORS, COMPANY SECRETARY, PRINCIPAL OF FICE,
REGISTERED OFFICE AND ADVISERS

Directors ,

Eliyahu Ayalon- i (Director, Chairman of the Board)

Zvi Limon " (Non-executive Director)

Bruce A. Mann (Non-executive Director)

Louis Silver = (Non-executive Director)

Proposed Directors . : S

Brian Long » : (Director, Executive Vice Chairman of the Board)
Kevin Fielding R (Director, Chief Executive Officer). .

William McCabe (Non-executive Director)

Sven-Christer Nilsson (Non-executive Director)

The business- address of each of the Directors and the Proposed Directors and the principal office of the Company is
2033 Gateway Place, Suite 150, San Jose, CA 95110-1002, United States.. :

The Company Secretary is Yaniv Arieli.
The registered office of the Company is 1209 Orange Street, W1lm1ngton Delaware 19801 Umted States

Joint Sponsors

- Goldiman Sachs International ' '‘Morgan Stanley & Co. Limited
Peterborough Court - . . 25Cabot Square -
- 133 Fleet Streét : -+ Canary Wharf -
Londori EC4A2BB ' : " London El4 4QA
United Kingdom -~ * " "United Kingdom -
Legal Advisers to the Company Legal Advisers to Parthus Technologies plc
As to English law As to English and US law
- Morrison & Foerster MNP ‘ Brobeck Hale and Dorr
21 Garlick Hill Alder Castle
London EC4V 2AU 10 Noble Street
United Kingdom - London EC2V 7QJ
 United Kingdom
As to US law B As to US law
Morrison & Foerster LLP Hale and Dorr LLP
425 Market Street 60 State Street
San Francisco, CA 94105-2482 Boston, MA 02109
United States United States
Registered Auditors and Reporting Accountants to Registered Auditors and Reporting Accountants to
Ceva, Inc. Parthus Technologies plc
Kost, Forer & Gabbay KPMG
(A member of Ernst & Young Global) , 1 Stokes Place
3 Aminadav Street St. Stephens Green
Tel Aviv 67067 Dubtin 2
Israel Ireland
Registrar and Transfer Agent ‘ Registrar and Transfer Agent
(for all holders of ParthusCeva Shares (for U.K. resident holders of ParthusCeva Shares)
other than U.K. resident holders) Capita IRG Plc
American Stock Transfer & Trust Company Balfour House
6201, 15th Street 390-398 High Road
Brooklyn, NY 11219 Iiford

United States . Essex 1G1 INQ
‘ United Kingdom
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.COMPOSITION OF THIS DOCUMENT
This document comprises:
Section I-Additional information required to be included pursuant to the Listing Rules
Section II-The Prospectus

The Prospectus is a modified version of a prospectus which forms part of a registration statement on Form S-1
under the US Securities Act filed, subject to completion, with the Securities and Exchange Commission, which
upon completion of the Combination, will be finalised. The version of the Prospectus included in Section II has
been modified to comply with the Listing Rules. ' '

As the Prospectus will be finalised and dispatched to stockholders of ParthusCeva (other than those stockholders
who were Parthus Shareholders or Parthus ADS holders immediately prior to completion of the Combination).
only following completion of the Combination, it assumes all of the events leading up to the Combination have
already occurred. It also contains some blanks and square brackets in respect of 1nformat10n or dates not known
as at the date of this document.

For the sake of consistency, Section I of this document has been prepared using the same assumptions as Section
II. Unless the context requires otherwise, you should therefore assume all statements are made as if the events set
out in the timetable on the next page have occurred. If, for any reason, an event does not occur as assumed and
that is significant, the Company will give notification of that fact. In addition, the Company will give notification
of any significant change affecting any matter contained in this document or of any significant new matter arising
after the date of this document which is relevant to the information contained in this document.
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EXPECTED TIMETABLE OF PRINCIPAL EVENTS

The Combination is conditional on, amo;zg other things, Parthus Shareholder approval of the Scheme and
sanction of the Scheme by the High Court. The events detailed below have not yet occurred. The following is the
expected timetable of the principal events connected with the Combination.

. 2002

Extraordinary General Meeting 10:00 a.m. on 26 September
Court Meetings o " beginning at 10:10 a.m. on 26 September*
Latest time for exercise of Parthus Options 10:00 p.m. ori 15 October )
High Court hearing of petition to sanction the Scheme . 16 October**
Scheme Record Time 10:00 p.m. on 16 October**
Effective Date of the Scheme and completion of the : '

Combination . 17 October**
Admission and dealings in the ParthusCeva Shares . .

commence on the London Stock Exchange ‘ ‘ 2:30 p.m. on 17 October
Authorisation and dealings in the ParthusCeva Shares - o

expected to commence on Nasdaq o 2:30 p.m..on 17 October .
Despatch of definitive share certificates for the ParthusCeva ‘

Shares by post (where applicable) not later than 31 October

Each of the times and dates in this timetable is subject to change. References to times are.to Dublin time.

* or ‘as soon thereafter as the Extraordinary General Meeting shall have concluded or been adjourned :
**  these dates are indicative only and will depend, inter alia, on the date upon which the High Court sanctions the Scheme
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PART 1
FINANCIAL INFORMATION

SECTION A

Accountants’ Report on Parthus Technologies plc for the three years
ended 31 December 2001

The following is the full text of a report by KPMG, Chartered Accountants:

The Directors

Parthus Technologies plc
32-34 Harcourt Street
Dublin 2

The Directors and Proposed Directors
Céva, Inc (to be renamed ParthusCeva, Inc)
2033 Gateway Place

Suite 150, San Jose

CA 95110-1002

Goldman Sachs International
Peterborough Court

133 Fleet Street- -

London EC4A 2BB

Morgan Stanley & Co. Limited
25 Cabot Square

Canary Wharf

London E14 4QA

2 September 2002

Dear Sirs
Parthus Technologies plc (“Parthus™)

We report on the financial information set out on pages F-49 to F-71 of the listing particulars dated 2 September
2002 of Ceva, Inc. (to be renamed ParthusCeva, Inc.) (“Listing Particulars”). This financial information has been
prepared for inclusion in the Listing Particulars. Parthus and its subsidiary undertakings are referred to in this
report as the “Parthus Group”.

Basis of Preparation

The financial information set out below is based on the audited consolidated financial statements of the Parthus
Group for the three years ended 31 December 2001 which have been prepared in accordance with the accounting
principles generally accepted in the United States to which no adjustments were considered necessary.

Responsibility
Such financial statements are the responsibility of the directors of Parthus who approved their issue.

The Directors and Proposed Directors, whose names appear on page ii of the Listing Particulars, are responsible
for the contents of the Listing Particulars other than, in the case of the Directors, that relating to the Parthus
Group, the directors of Parthus, their immediate families, related trusts and persons connected with them.

Parthus and the Parthus Directors, are responsible for the information contained in the Listing Particulars relating
to the Parthus Group, the directors of Parthus, their immediate families, related trusts and persons connected with
them. '




It is our responsibility to compile the financial information set.out in our report from the financial statements, to
form an opinion on the financial information and to report our opinion to you.

Basis of opinion.

We conducted our work in accordance with the Statements of Investment Circular Reporting Standards issued by
the Auditing Practices Board. Our work included an assessment: of evidence relevant to the amounts and
disclosures in the financial information. It also included an assessment of significant estimates and judgments
made by those responsible for the preparation of the financial statements underlying the financial information
and whether the accounting policies are appropriate to the circumstances of the Parthus Group, consistently
applied and adequately disclosed.

We planned and performed our work so as to obtain all of the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial
information is free from material misstatement, whether caused by fraud or other irregularity or error.

Opinion

In our opinion, the financial information gives, for the purposes of the Listing Particulars, a true and fair view of
the state of affairs of the Parthus Group as at the dates stated and of the consolidated results of its operations and
cash flows for the periods then ended.

Yours faithfully
KPMG
Chartered Accountants

Registered Auditors
Dublin, Ireland
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SECTIONB

Unaudited Financial Information on Parthus Technologies plc
for the six months ended 30 June 2002

The unaudited financial information on Parthus for the six months ended 30 June 2002 is set out on pages F-41 to
F-47 of this document. Such financial information does not:constitute statutory accounts within the meaning of
section 149 of the 1963 Act. - ) e ‘ ' ‘
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. SECTIONC =

Accountant’s Report on Ceva, Inc. for the three years
ended 31 December 2001

The following is the ﬁm text of a report by Kost, Forer & Gabbay, a member of Ernst & Young Global chartered
accountants:

S ERNST & YOUNG

The Directors and Proposed Directors

Ceva, Inc. (to be renamed ParthusCeva, Inc.)
. 2033 Gateway Place

Suite 150, San Jose

CA 95110-1002

Goldman Sachs International
133 Fleet Street
London EC4A 2BB

Morgan Stanley & Co. Limited
25 Cabot Square

Canary Whart

London E14 4AQ

2 September 2002

Dear Sirs

Ceva, Inc. (to be renamed ParthusCeva, Inc.) (“Ceva”)

1. Introduction

We report on the financial information set out on pages F-16 to F-39 of the listing particulars dated 2 September
2002 of Ceva (“Listing Particulars”). This financial information has been prepared for inclusion in the Listing
Particulars.

Basis of Preparation

The financial information set out on pages F-16 to F-39 of the Listing Particulars is based on the audited
consolidated financial statements of Ceva and its subsidiaries (the “Group”) for the three years ended 31
December 1999, 2000 and 2001 and has been prepared on the basis set out on pages F-21 to F-23 of the Listing
Particulars, to which no adjustments were considered necessary.

Responsibility

Such financial statements are the responsibility of the directors of Ceva who approved their issue.

The Directors and Proposed Directors, whose names appear on page ii of the Listing Particulars, are responsible
for the contents in the Listing Particulars, other than, in the case of the Directors, that relating to the Parthus
Group, the directors of Parthus, their immediate families, related trusts and persons connected with them.

It is our responsibility to compile the financial information set out in our report from the financial statements, to
form an opinion on the financial information and to report our opinion to you.
Basis of opinion

We conducted our work in accordance with the Statements of Investment Circular Reporting Standards issued by
the Auditing Practices Board. Our work included an assessment of evidence relevant to the amounts and
disclosures in the financial information. The evidence included that previously obtained by us relating to the
audit of the financial statements underlying the financial information. It also included an assessment of
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significant estimates and judgements made by those responsible for the preparation of the financial statements
. underlying the financial information and whether the accounting policies are appropriate to the Group’s
circumstances, consistently applied and adequately disclosed. -

We planned and performed-our work so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial
information is free from material misstatement whether caused by fraud or other irregularity or error.

Opinion
In our opinion, the financial information gives, for the purposes of the Listing Particulars, a true and fair view of

the state of affairs of the Group as at the dates stated and of its profits, cash flows and recognised gains and
losses for the periods then ended.

Yours faithfully

Kost, Forer & Gabbay,
A member of Ernst & Young Global.
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SECTION D
Unaudited Financial Information on Ceva, Inc. for the six months ended 30 June 2002
The unaudited financial information on Ceva for the six months ended 30 June 2002 is set out on pages F-2 to

F-14 of this document and has been published in the United States in accordance with the rules of the Securities
and Exchange Commission. :




PART 2
ACCOUNTANTS’ LETTER ON PRO FORMA FINANCIAL INFORMATION

The following is the full text of a letter by Kost Forer & Gabbay, a member of Ernst & Young Global, chartered
accountants: . .

Ell ERNST & YOUNG

The Directors and Proposed Directors

Ceva, Inc. (to be renamed ParthusCeva, Inc.)
2033 Gateway Place

Suite 150, San Jose

CA 95110-1002

Goldman Sachs International

133 Fleet Street

London EC4A 2BB

Morgan Stanley & Co. International Limited
25 Cabot Square

Canary Wharf

London E14 4AQ

2 September 2002
Dear Sirs
Ceva, Inc. (to be renamed ParthusCeva, Inc.) (“Ceva”)

We report. on the pro forma financial information set out in on pages 41 to 47 of the listing particulars of Ceva
dated 2 September 2002 (“Listing Particulars”), which has been prepared, for illustrative purposes only, to
provide information about how the transaction might have affected the financial information presented.

Responsibility

It is the responsibility solely of the Directors and Proposed Directors, whose names appear on page ii of the
Listing Particulars, to prepare the pro forma financial information in accordance with paragraph 12.29 of the
Listing Rules.

It is our responsibility to form an opinion, as required by the Listing Rules of the UK Listing Authority, on the
pro forma financial information and to report our opinion to you. We do not accept any responsibility for any
" reports previously given by us on any financial information used in the compilation of the pro forma financial
" information beyond that owed to those to whom those reports were addressed by us at the dates of their issue.

Basis of opinion

We conducted our work in accordance with the Statements of Investment Circular Reporting Standards and the
Bulletin 1998/8 “Reporting on pro forma financial information pursuant to the Listing Rules” issued by the
Auditing Practices Board. Our work, which involved no independent examination of any of the underlying
financial information, consisted primarily of comparing the unadjusted financial information with the source
documents, considering the evidence supporting the adjustments and dlscussmg the pro forma financial
information with the Directors and Proposed Directors.

Opmlon
In our opinion:
(a) the pro forma financial information has been properly compiled on the basis stated;
(b) such basis is consistent with the accounting policies of Ceva; and
(c) the adjustments are appropriate for the purposes of the pro forma financial information as disclosed
pursuant to paragraph 12.29 of the Listing Rules of the UK Listing Authority.
Yours faithfully

Kost, Forer & Gabbay,
A member of Ernst & Young Global.
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1.1

2.1

PART 3
GENERAL INFORMATION

The Compahy

Ceva was incorporated as a corporation under Delaware General Corporation Law in the State of Delaware,
United States on 22 November 1999 with the name DSP Cores, Inc. The Company changed its name to
Corage, Inc. on 21 March 2002 and to Ceva, Inc. on 4 Apnl 2002. Prior to the Effective Date, Ceva will
change its name to ParthusCeva, Inc. S

Share Capital -

Upon incorporation, the Company had authorised 10,000 shares of common stock with a par value of
US$1.00 each.

2.2 On 22 November 1999, the Board of Directors of the Company resolved to issue 1,000 ParthusCeva Shares

2.3

24

2:5

to DSPG (which as at the date of this document represents 20,000,000 ParthusCeva Shares as a result of
adjustments for subsequent splits and stock dividends) for an aggregate consideration of US$1,000.

On 4 April 2002, the Board of Directors of the Company resolved in favour of the following changes to the
share capital of the Company. The changes will take place prior to the completion of the Combination and
Admission:

(a) the Company will issue 1,000 ParthusCeva Shares to DSPG as consideration for the contribution of
-assets, including the cash contribution, by DSPG to the Company pursuant to the Separation;

(b) the Company will accept the surrender of ParthusCeva Shares from DSPG to the Company pursuant to
o the Separation; and '

(c) the Company will issue the requisite number of ParthusCeva Shares to the Parthus Shareholders
~ pursuant to the Combination.

. Following Admission, the Company will have authorised 105,000,000 shares of common stock with a par
value of US$0.001 each, of which (assuming exercise, between the date of this document and Admission, of
all Parthus Options and options over the shares of Ceva common stock) 20,303,465 will have been issued
and fully paid or credited as fully pald and 5,000,000 shares of undesignated preferred stock, of which none

- will have been 1ssued

Save as disclosed in paragraph 2.2 above and in “Separation of DSP Cores Licensing Business. from DSP
Group-Treatment of DSP Group Stock Options” beginning on page 33 of this document, “Management-
Stock Plans” beginning on page 107 of this document, “Transactions with Related Parties” beginning on
page 116 of this document and “Description of Capital Stock” beginning on page 116 of this document:

(a) no share or loan capital of the Company has, within three years before the date of this document, been
issued or agreed to be issued or is now proposed to be issued fully or partly paid either for cash or for a
* consideration other than cash to any person not being a subsidiary.undertaking of the Company:;,

(b) no share or loan capital of the Company is under option or agreed conditionally or uncondmonally to
be put under option; and

(c) no commissions, discounts, brokerages or other special terms have, within three years preceding the
date of this document, been granted by the Company or any of its subsidiary undertakings in
connection with the issue or sale of any share or loan capital of any such company.
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Subsidiary Undertakings

The Company is the ultimate parent company of the Group and has the following subsidiaries which are wholly
owned (except as set out below). Each of the subsidiaries operates in its country of incorporation.

Name

Parthus Technologies plc

DSP Ceva, Inc.

Corage Ltd

Parthus Ireland Limited
Silicon Systems Design
Limited

Skelbrook Limited(1)
Parthus Research

Limited(2)
Silsys Design (US) Inc.”

Parthus Technologies Inc.
Chicory Systems Inc. -

Parthus (NI) Limited

Parthus Technologies _
SARL

Parthus Holdings BV

Parthus Inc ‘

+ -Parthus (UK)' Limited
Amadala Limited
Epron Limited

Parthus Technologies
Limited

Parthus Technologies
Japan Limited

Country of Incorp(;ration

Principal Activities

Ireland

United States,

Israel
Ireland
Ireland
Ireland
Ireland

United States -
United States
United States

"Northern Ireland

France
Netherlands
Cayman Islands
Nonherh Ireland
Ireland

.. Ireland

Hong Kong

Japan

Developer of intellectual
property solutions
Developer of intellectual
property solutions

Developer of intellectual .

property solutions

Developer of intellectual
property solutions

Developer of intellectual
property solutions

Patent holding company
Patent holding company

Develope‘i’ of intellectual
property solutions

Devélopeﬁ of intellectual
property solutions

Developer of intellectual
property solutions

Developer of intellectual
property solutions

Developer of intellectual
property solutions

Developer of intellectual
property solutions

Developer of intelléctual
property solutions

Developer of intellectual
" property solutions

Patent holding company

~ Dormant

Developer of intellectual
property solutions

Developer of intellectual
property solutions

(1) 99.4% owned by Parthus Technologies plc and 0.6% by various employees of Parthus.
(2) 99.3% owned by Parthus Technologies plc.and 0.7% by various employees of Parthus.
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Registered Office

32/34 Harcourt Street,
Dublin 2, Ireland

1209 Orange Street,
Wilmington, DE 19801,
United States

5 Shenuar St,

Herzelia, 46120 Israel

32/34 Harcourt Street,
Dublin 2, Ireland

32/34 Harcourt Street,
Dublin 2, Iréland

32/34 Harcourt Street,
Dublin 2, Ireland

32/34 Harcourt Street,
Dublin 2, Ireland

2033 Gateway Place, Suite 150,
San Jose, CA 95110,

United States

2033 Gateway Place, Suite 150,
San Jose, CA 95110,

United States

12365 Riata Trace Parkway,
2-150 Austin, TX 78727,
United States _ ]
17725 College Square East,
Belfast, Northern Ireland

. Tour Arlane, 5 Place de la

Pyramide, 92088 Paris la
Défense, Cedex, France
European Trust Services,

AJ Ernstraat 199, 1083 GV,
Amsterdam, The Netherlands
Genesis Trust Company
Limited, Genesis Building, Fifth

.Fioor, PO Box 448GT, Grand

Cayman, Cayman Islands
17/25 College Square East,

“Belfast, Northern Treland

32/34 Harcourt Street,
Dublin 2, Ireland

32/34 Harcourt Street,

y Dublip 2, Ireland

Proxy Business Centre, 801
Stanhope House, 738 Kings
Road, Hong Kong

'2-6-2 Kajimacki, Chiyodaku,

Tokyo, Japan
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4.5

4.6

4.7
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5.1

Certificate of Incorporation and Bylaws

Prior to Admission, the Board of the Company and the stockholders of the Company will resolve. (such
resolution being conditional on Admission), to amend and restate the Certificate of Incorporation and

. Bylaws of the Company. As amended, this will contain provisions, inter alia, to the following effect:

The liability of the stockholders of the Company is limited.

The purpose of the Company is to engage in any act or activity which is lawful under the General
Corporation Law of the State of Delaware.

Each holder of ParthusCeva Shares shall be entitled to one vote for each share held on all matters to be
voted on by stockholders. The holders of a majority of the shares issued and entitled to vote shall constitute
a quorum at all meetings of stockholders.

Immediately upon Admission, no shares of preferred stock will be issued and outstanding. It is not the

- Company’s current intention to issue preferred stock. Holders of ParthusCeva Shares have no pre-emption

or other subscription rights. Holders of ParthusCeva Shares have no redemption rights.

The Certificate of Incdrporation and Bylaws of the Company do not prohibit the Company from re-
purchasing or otherwise reacquiring any issued share capital of the Company and, accordingly, the Board
may repurchase its shares, subject to applicable securities laws.

The Company’s Bylaws provide that a majority of the fixed number of directors of the Board constitutes a
quorum for the conducting of business at meetings of the Board; with certain limitations, the act of a
majority of the Directors present at any meeting where a quorum is present constitutes an act by the Board.
The Bylaws establish that the number of directors of the Company shall not be less than three and not more
than eight, and that the Board has been fixed at eight members. The Bylaws also provide that the directors
are elected by the stockholders at the annual meeting of stockholders, except in situations where vacancies
otherwise arise. The Bylaws may be amended or repealed by the holders of a majority of the Company’s
voting stock or by a majority of the directors constituting the entire Board.

The Company’s Bylaws provide that the Company shall have a Management Committee consisting of the
Chairinan of the Board, the Vice-Chairman of the Board, the Chief Executive Officer and the Chief
Technology Officer of the Company. The Chief Financial Officer may also attend Management Committee
meetings but only on a non-voting basis. The Management Committee shall be consulted with respect to any
proposed budget, business plan, major policy or business decision before implementation thereof by the
Company or submission thereof to the Board for review or approval.

Under Delaware law, the directors of the Company have the power to borrow money, at such rates of
interest as they may determine, and to issue debt instruments.

Summary of Rights of Stockholders under the Delaware General Corporation Law

The Company was incorporated under the laws of the State of Delaware, United States and is required to
follow the provisions of the Delaware General Corporation Law (“DGCL”). The offer and sale of its
securities are subject to the applicable securities laws of the State of Delaware, the Securities Act of 1933,
as amended, and the rules and regulations promulgated by the Securities and Exchange Commission.

The following statements are a general guide to the rights of stockholders under the current DGCL. They are
intended only as a general summary. In particular, rights of stockholders are governed by the terms of the
Company’s Certificate of Incorporation and Bylaws, a summary of some of the provisions of which is set
out above.

Voting Rights

Under the DGCL, each stockholder is entitled to one vote per share unless a corporation’s certificate of

incorporation provides otherwise. In addition, unless the certificate of incorporation states otherwise,

cumulative voting at all elections of directors of the corporation is not allowed. Unless otherwise required

~ by the DGCL, a corporation’s certificate of incorporation or bylaws shall specify the percentage of the

outstanding shares which shall constitute a quorum at any meeting of the stockholders; provided, that in no
event may a quorum consist of less than one third of the shares entitled to vote at such meeting. The
Company’s Bylaws provide that holders of a majority of shares entitled to vote constitutes a quorum.
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Under the DGCL, the approval of the holders of a majority of the common stock of a company is required to
vary the rights attaching to the common stock. The approval of a majority of the shares of all classes of
stock of a company entitled to vote for the election of directors is required for the adoption of any
agreement for the merger or consolidation of the company or any subsidiary of the company with or into
any other corporation; to authorise any sale, lease, exchange, mortgage, pledge or other disposition of all or
substantially all of the assets of the company or any subsidiary to any other corporation; to authorise the
issuance or transfer by the company of any substantial amount of securities of the company in exchange for
the securities or assets of any other corporation; or to engage in any other transaction the effect of which is
to combine the assets and business of the company or any subsidiary of the company with any other
corporation. .

s

5.2 Actions by Written Consent
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5.5

5.6

5.7

Under the DGCL, unless otherwise provided in a corporation’s certificate of incorporation, any action
required or permitted to be taken at any meeting of stockholders may instead be taken. without a meeting,
without prior notice and without a vote, if a written consent to the action is signed by holders of outstanding
shares of stock having no less than the minimum numbers of votes that would be required to authorise such
action at a meeting of stockholders at which all stockholders entitled to vote thereon were present and voted.
The Company’s Certificate of Incorporation does not permit the stockholders to act by wrltten consent

Sources and Payment of Dividends

The DGCL permits the payment of dividends on a corporation’s common stock w1thout stockholders
consent, SUb_]CCt to any restrictions contained in the certificate of incorporation, out of corporatlon s surplus
(the excess of net assets over caprtal) or out of net profits for the current and preceding fiscal years. If the
net assets are diminished to an amount less than the aggregate amount of capital represented by the issued
and outstanding stock of all classes having a preference upon the distribution of assets, then no distribution
paid out of net profits shall be made until the deficiency in the amount of capltal represented by the issued
and outstanding stock of all classes havrng a preference upon the drstrlbutlon of assets shall have been
repaid.

Under the DGCL, any dividends declared with respect to shares of stock of a Delaware corporatron that
remain unclaimed for a period of five years or more devolve to the State of Delaware if at the end of such
five-year period the issuer does not know the location of the owner.

Rights of Purchase and Redemption

Under the DGCL; a corporation may purchase shares of any class of its capital stock or redeem shares of
any class or series of preferred stock unless its capital is impaired or would become impaired as a result of
such purchase or redemption. However, a corporation may purchase or redeem out of the corporation’s
capital any of its own shares which are entitled upon any distribution of its assets, whether by dividend or in
liquidation, to a preference over another class or series of its stock, or, if no share entitled to such a
preference are outstanding, any of its own shares, if such shares will-be retired upon their acquisition and the
capital of the corporation thereby reduced. :

Liquidation, Dissolution or Winding-Up

Under the DGCL, in the event of a liquidation, dissolution or winding-up of a company, the holders of
common stock shall be entitled to share on a pro rata basis according to the number of shares of common
stock held by them in all remaining assets of the company available for distribution to the holders of
common stock after provision has been made available for any class of preferred stock that may be issued in
the future having préference over the common stock.

Special Meeting of Stockholders

Under the DGCL, a special meeting of stockholders may be called only by a corporation’s board of directors
or by such person or persons as may be authorised by the certificate of incorporation or by-laws. The
Company’s Bylaws permit only the President, the Chairman of the Board, the Vice-Chairman of the Board
or a majority of the Board of Directors to call a special meefing of the stockholders.

Rights of Appralsal

Under the DGCL, stockholders. who follow. prescribed statutory procedures are entitled, in the event of
certain mergers or consolidations, to surrender their shares to a corporation in exchange for the “fair value”

of the shares. A stockholder, however, is not entitled to such appraisal rights if the shares of stock by the
stockholder are listed on a national securities exchange or held of record by more than 2,000 stockholders

XV




5.8

5.9

unless the agreement of merger or consolidation converts such shares of stock into anything except shares of
stock of the surviving corporation, shares of stock of any other corporation that at the effective date of the

~merger will be either listed on a national securities exchange or held of record by more than 2,000

stockholders, cash in lieu of fractional shares of such stock or any combination of such shares and cash in
lieu of fractional shares.

Pre-Emptive Rzghts

Unless the certificate of incorporation of a'corporation expressly prov1des otherwise, stockholders of
Delaware corporations do not have pre-emptive rights. The Company’s Certificate of Incorporation does not
provide for pre-emptive rights.

Amendment of Governing Instruments

’ Unde‘r‘ the DGCL, any am‘endntent, alteration or repeal of any article of a corporation’s certificate of

incorporation requires the affirmative vote of a majority of the outstanding stock entitled to vote thereon and
of a majority of the outstanding stock of each class entitled to vote thereon as a class, unless the certificate

“of incorporation or the article being amended, altered or repealed requires a greater vote. Even if not

otherwise entitled to vote upon a proposed amendment, the holders of the outstanding shares of any class (or
series of any class) are entitled under the DGCL to vote as a class upon such proposed amendment if it
would alter the number of authorised shares or par value of the shares of such class (or series) or adversely
affect the powers, preferences or special rights of the shares of such class (or series).

Under the DGCL, the bylaws of a corporation generally may be amended or restated by the affirmative vote
of holders of a majority of-the issued and outstanding stock of each class entitled to vote thereon as a class;

" provided however, that any corporation may in its certificate of incorporation, confer the power to adopt,

amend or repeal bylaws upon the directors. The fact that such power has been conferred on the directors
shall not divest the stockholders of the power, nor limit their power to adopt, amend or repeal the bylaws.

5 10 Stockholders’ Votes on Certain Reorgamzatzons

Under the DGCL, the Vote of a majority of the outstandmg shares of cap1ta1 stock entitled to vote thereon is
generally required to approve a merger or other reorgamsatlon However, subject to certain conditions set
forth in the DGCL, no vote of the stockholders of a surviving corporation to a merger is needed unless

‘required by the certificate of incorporation if (i) the agreement of merger does not amend in any respect the

certificate of incorporation of such surviving corporation,. (ii) each share of stock of such surviving
corporation outstanding 1mmed1ately prior to the effective date of the merger is to be an identical
outstanding or treasury share of the surviving corporation after the effective date of the merger and (iii)
either no shares of common stock of the surviving corporation, and no shares, securities or obligations
convertible into such stock are to be issued or delivered under the plan of merger, or the authorised unissued
shares or the treasury shares of common stock of the surviving corporation to be issued or delivered under
the plan of merger plug those initially issuable upon conversion of-any other shares, securities or obligations
to be issued or delivered under -such plan.do not exceed 20% of the shares of common stock of such
surviving corporation outstanding immediately. prior to the effective date of the merger. Finally, the DGCL
permits a corporation to include in its certificate of incorporation a provision requiring for any corporate.
action the vote of a larger portlon of the stock or of any class or series thereof than would otherwise be
requxred under the DGCL.

5.11 nghts of In_spectton

The DGCL allows any stockholder to inspect, during business hours, the stockholder list and a corporation’s

~other books and records for a purpose reasonably related to such person’s interest as a stockholder.

5. 12 Classification of the Board of Directors

" Under the DGCL the certificate of incorporation of a Delaware corporation may provide for the

classification of the board of directors with respect to the time for which directors severally hold office. The

Company’s Certificate of Incorporation does not provide for a classified board.

5.13 Removal of Directors

Under the DGCL, the entire board of directors or any individual director may be removed from office, with
or without cause, by the holders of a majority of the shares then entitled to vote at an election of directors.
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5.14 Vacancies on the Board of Directors

Under the DGCL, the bylaws of a corporation ﬁlay include a provision that the board of directors may
increase or decrease the number of directors and fill any vacancy on the board, including vacanc1es resulting
from an increase in the number of directors. The Company’s Bylaws contain such a pr0v1310n

5.15 Liability of Directors

The DGCL permits a corporation to include in its certificate of incorporation a provision that would
eliminate a director’s monetary liability for certain breaches of .such director’s fiduciary duty, such as in a
lawsuit by or on behalf of the corporation or in any action by stockholders of the corporation.

5.16 Indemnification of Directors and Officers

The DGCL provides that a corporation may, and in certain circumstances must, indemnify its directors,
officers, employees or agents for expenses, judgements or settlements actually and reasonably incurred by
them in connection with suits and other legal actions or proceedings if they acted in good faith and in a
manner they reasonably believed to be in or not opposed to the best interests of the corporation, and to adopt
procedures for advancing expenses to directors, officers and others without the need for a case-by-case
determination of eligibility, so long as in the case of officers and directors, they undertake to repay the
amounts advanced if it is ultimately determined that the officer or director was not entitled to be
indemnified. The Company’s Certificate of Incorporation contains such a provision.

5.17 Stockholders’ Suits

Under the DGCL and subject to certain conditions, a stockholder may institute a lawsuit on behalf of the
corporation. An individual stockholder also may commence a lawsuit on behalf of himself or herself and
other similarly situated stockholders where the requirements for maintaining a class action under Delaware
-law have been met.

5.18 Certain Provisions Relating to Share Acquisitions

The DGCL generally prevents a corporation from entering into certain business combinations with an
interested stockholder (defined as any person or entity that is the beneficial owner of at least 15% of the
corporation’s outstandmg voting stock or an affiliate or associate of the corporation who was the owner of
15% or more of the corporation’s outstanding voting stock at any time in the preceding three years) or its
affiliates, unless (i) the corporation’s board of directors approved the business combination or transaction
prior to the time the stockholder became an interested stockholder, (ii) the interested stockholder acquired
85% of the corporation’s voting stock outstanding in the transaction in which they became an interested
stackholder or (iii) the business combination is approved by the board of directors and by a vote of 66%3%
of the outstanding voting stock not owned by the interested stockholder.

5.19 Distribution of Assets on Liguidation

The DGCL provides that, upon liquidation and winding up, any surplus assets following the satisfaction of
all claims will be divided amongst the holders of the stock -according to the respective numbers of shares
held by them subject to the rights of the holders of any class of stock having preferential rights or privileges.
The Company has no class of its stock presently issued which has any such preferential rights or privileges.

5.20 Changes in Share Capital ‘

Pursuant to the DGCL, a corporation may by resolution of the stockholders amend its Certificate of
Incorporation to increase or decrease its anthorised capital stock or to reclassify the same, by changing the
number, par value, designations, preferences or relative participating, optional or other special rights of the
shares, or the qualifications, limitations or restrictions of such rights, or by changing shares with par value
into shares without par value, or shares without par value into shares with par value either with or without
increasing or decreasing the number of shares.

The DGCL permits a corporation to purchase, redeem, receive, take or otherwise acquire, own and hold,
sell, lend, exchange, transfer or otherwise dispose of, pledge, use and otherwise deal in and with its own
shares; provided, that, except in limited circumstances, no corporation is impaired or when such purchase or
redemption would cause any impairment of the capital of the corporation

6. Directors’ Employment Agreements

Immediately prior to completion of the Combination, Brian Long, Kevin Fielding and Eliyahu Ayalon will
enter into employment agreements with the Company, details of which are set out below.
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Brian Long - -~ : oo . R

Mr. Long’s employment will be términable at any time by the Company -upon the determination of the
Board on not less than 36 months notice to Mr. Long, or by him.on not less than 36, months notice to the
Company. Mr. Long's salary will be US$170,000 per annum and he will be entltled 1o receive a pension
contribution equivalent to 15% of his gross salary and medical insurance cover for himself and his
dependants. Mr. Long will be entitled to a bonus entitlement to be detennmed at the discretion of the
compensation committee of the Board. If the Company or succeedmg corporatlon after'a change of control

- of the-Company terminates Mr. Long’s employment or if Mr. Long resigns after the Company assigns him

to duties inconsistent in any material respect with, or materially diminishes, his position, authority or
responsibilities; reduces his annual base salary other than through a comparable reduction in salary affecting
all similarly situated employees; fails to continue to provide-any material compensation or benefit plan or
program in-which Mr. Long participates or provides such compensation, plan or program on a materially
reduced basis; fails to award cash bonuses to Mr. Long in amounts and i a- manner substantially consistent
with past practice in light of the Company’s financial performance; or relocate Mr. Long to a new office that
is more than 60 kilometers from his principal residence and mere than. 35 kilometers. from the location at
which he performs h1s principal duties for the Company then Mr. Long will be entitled to. frmge benefits and
an amount equal to compensation to which Mr. Long would otherwrse have been entrtled if he had remained
employed by the Company for two years after the termination. -

Kevin Fielding

Mr. Fielding’s employment will be terminable at any time by the Company upon the determination of the
Board on not less than 12 months notice to Mr. Fielding, or by him on not less than 12 months notice to the
Company. Mr. Fielding’s salary will be €280,000 per annum and he will be entitled to receive a pension
contribution equivalent to 15% of his gross salary and medical insurance cover for himself and his
dependants. Mr. Fielding will be entitled to a bonus entitlement to be determined at the discretion of the
compensation committee of the Board. If the Company or succeeding corporation after a change of control
of the Company terminates Mr. Fielding’s employment or if Mr: Fielding resigns after the Company assigns
him to duties inconsistent in any material respect with, or materially diminishes, his posrtlon authority or
responsrblhtles reduces hrs annual base salary other than through a comparable reduction in salary affecting

* all similarly situated employees; fails to continue to provide any material compensation or benefit plan or

program in which Mr. Fielding participates or provides such compensation, plan or program'On a materially
reduced basis; fails to award cash bonuses to Mr. Fielding in-amounts and in"a manner substantially

- consistent with past practicein light of the Company’s financial performance; or relocates Mr. Fielding to a

new office ‘that is more than 60 kilometers from his principal residence and more than 35 kilometers from
the location at which he performs his principal duties for the Company then Mr. Fielding will be entitled to
fringe benefits and an amount equal to the compensation to which Mr. Fielding would otherwise have been
entitled if he had remained employed by the Company for two years after the termmatlon

*Eliyahu Ayalon

The details of the employment agreement to be entered into by Eliyahu Ayalon w1th the Company are set

“out on page 104 of this document.

The other Directors and Proposed Directors (who w111 each be non-executive d1rectors of the Company) will
not be entering into formal agreements with the Company. However, the arrangements with them will
provide for the payment to each of them of US$20,000 per annum plus US$500 per board meeting.

Principal Shareholders

Save as disclosed in “Secunty Ownership of Certain Beneficial Owners and Management begmmng on
page 112 of this document, so far as the Directors and the Proposed Directors are aware, there is no person
who, following completion of the Combination, will own beneﬁc1a11y more than 3% of the outstanding

* ParthusCeva Shares.

Material Contracts .

Except as disclosed in paragraph 8.2 and in the sectlon headed “Agreements Between Ceva and DSP

Group” begmnlng on page 27 of th1s document: ,

{a) no contracts, other than contracts entered into in the ordmary course of busmess have been entered nto
by Ceva or any of its subsidiaries or the Parthus Group within the two years immediately preceding the
_date of this document which are, or may be, material; and

(b) no-contracts have been entered into by Ceva or any of its subsidiaries or the Parthus Group, not being
contracts entered into in the ordinary course of business, which contains any provision under which
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Ceva or any of its subsidiaries or the Parthus Group has any obligation or entitlement which is material
to Ceva or any of its subsidiaries or the Parthus Group as at the date of this document.

8.2 The following agreements have been entered into otherwise than in the ordinary course of business:

10.

(a) In connection with the Combination, Ceva, DSPG and Parthus entered into the Combination
Agreement pursuant to which it was agreed, subject to certain conditions, that,

_* Parthus will combine with Ceva to form ParthusCeva;

* immediately prior to the Combination, Parthus. will distribute to its existing shareholders an
aggregate of US$60 million in cash;

+ immediately prior to the Combination, DSPG w111 contribute the core licensing business and
US$40 million cash to Ceva plus cash equal to the amount by which the transaction costs of the
Separation and Combination exceed US$2 million, and Ceva will be spun-off from DSPG and its
existing shares will be distributed to the existing shareholders of DSPG;

»  all existing Parthus shares will be cancelled pursuant to the Scheme; and

. 1mmed1ately following the Comblnatlon, the existing shareholders of Parthus will hold 49.9% of
the ParthusCeva Shares, and the existing shareholders of DSPG will hold the remaining 50.1%.

The Combination Agreement is conditional upon, inter alia, Parthus shareholder approval and sanction
of the Scheme by the High Court.

The parties to the Combination Agreement have given certain representations and warranties to the
other parties typical to a transaction of this nature.

(b) In connection with the applications for Admission, Ceva, DSPG, Parthus, Goldman Sachs and Morgan
Stanley entered into a Sponsor’s Agreement dated the date of this document pursuant to which, inter
alia:

* Ceva appointed Goldman Sachs and Morgan Stanley as joint sponsors for the purpose of the
application for admission of the ParthusCeva Shares to listing on the Ofﬁcial List;

* Ceva appointed Goldman Sachs and Morgan Stanley as nominated representatlve for the purpose
of the apphcanon to the London Stock Exchange for the ParthusCeva Shaxes to be admitted to
trading;

* Ceva, Parthus and DSPG gave certam warranties and undertakings to Goldman Sachs and Morgan
Stanley typical to a transaction of this nature and (with the exception of DSPG where a two year
limit applies) are unlimited in time and quannty, except as limited by any applicable statute on
limitation; and

¢ Ceva and Parthus have agreed to indemnify Morgan Stanley and Goldman Sachs, respectively, on
customary terms against certain liabilities in connection with the accuracy of the information
contained in this document and certain other documents. DSPG has agreed to indemnify Morgan
Stanley against the same liabilities in the event that the Combination does not occur by
31 December 2002 or if prior to the Effective Date Ceva fails to make payment pursuant to its
indemnity obligations or if after the Effective Date a claim is made within two years and it relates
to DSPG information. There are no fees payable to or from the Sponsors in connection with the
application for Admission. ‘

' Property

Details of the Company’s properties are set out on page 99 of thlS document.

Significant Change and Working Capital

Significant Change-Ceva

There has been no significant change in the financial or trading position of Ceva including its subsidiaries,
since 30 June 2002, the end of the last financial period for which financial statements have been published.
Significant Change-Parthus

There has been no significant change in the financial or trading position of Parthus, including its
subsidiaries, since 30 June 2002, the end of the last ﬁnanc1al period for Wthh financial statements have
been published.

Working Capital

In the opinion of the Company, the working capital available to the Enlarged Group is sufficient for the

present requirements of the Enlarged Group, that is, for at least the next 12 months from the date of

publication of this document.
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11.

12.

Current Trading and Prospects

On 17 July 2002, DSPG announced the unaudited interim results for Ceva for the six months ended 30 June
2002. These interim results are set out on pages F-2 to F-14 of this document and a discussion and analysis
thereon begins on page 56 of this document. In the limited time since 30 June 2002, the Dlrectors believe

" that Ceva’s trading is continuing in accordance with their expectations.

On 17 July 2002, Parthus announced its unaudited interim results for the six months ended 30 June 2002.
These interim results are set out on pages F-41 to F-47 of this document and a discussion and analysis
thereon begins on page 70 of this document. In the limited time since 30 June 2002, the Proposed Directors
believe that Parthus’ trading is continuing in accordance with their expectations. Parthus is currently
implementing a reduction in workforce in connection with the streamlining of two product lines. The
reduction in workforce and realignment of resources is expected to result in the incurrence of a one-off
restructuring charge during Parthus’ third quarter of fiscal 2002 in the region of US$3 million. However,
there can be no assurance that the restructuring charge will not exceed that amount.

The Company believes that following the Combination, it will be well positioned to address two major
industry trends. First, the Company believes there is currently a move away from traditional proprietary
solutions and towards open.standard RISC and DSP processor architectures. Second, increasing
semiconductor product complexity and constrained time-to-market demands have led to a-growth in the
licensing of complete platform level IP solutions. The Combination will create what the Company believes
will. be a leading independent provider of DSP core based solutions, with a customer base that includes
many of the world's largest semiconductor companies and OEMs, able to offer an integrated IP solution -
including communications, applications and multi-media IP built around DSP -core technology.
Accordingly, the Company is confident about the trading prospects of the Enlarged -Group for the current
financial year. However, actual trading will be dependent, among other factors, upon the revival of the

‘Company’s target markets and an absence of change in its competitive environment, and is subject to all of

the risks and uncertainties set forth above under “Risk Factors” starting on page 7 of this document.

Taxation

The comments set out below summarise the Irish, United Kingdom and United States taxation treatment of
holding ParthusCeva Shares. They are based on existing law and what is understood to be current Irish
Revenue Commissioners, Inland Revenue and IRS practice. The comments are intended as a general guide
and apply to shareholders resident for tax purposes in Ireland, the United Kingdom and the United States
who hold ParthusCeva Shares as an investment and not as securities to be realised in the course of a trade
and who are the absolute beneficial owners thereof. Shareholders who are in any doubt about their taxation
position, or who are resident or otherwise subject to taxation in a jurisdiction outside Ireland, the United
~ Kingdom or the United States should consult their own professional advisers immediately.

12 1 Irish taxation

The following are the material Irish tax consequences to shareholders of the ownership and disposition of
ParthusCeva Shares. The comments below are only a guide to the general tax position based on current Irish
law and practice. They relate to'persons who:are resident or ordinarily resident in the Republic of Ireland for
tax purposes, who hold ParthusCeva Shares as an investment, and who are the absolute beneficial owners of
ParthusCeva Shares. The comments below may not apply to certain classes of person such as dealers. If you
are in doubt as to your position you should consult your own professional adviser.

- Taxation of Dividends

On the basis that the Company is not resident in Ireland for taxation purposes dividends paid by
ParthusCeva Inc. will not be subject to Irish withholding tax.

Recelpts of dividends by Irish resident holders of ParthusCeva Shares will be subject to Irish income tax or
corporation tax as appropriate. An individual who is resident but not domiciled or ordinarily resident should
only be subject to income tax on dividends received from ParthusCeva, Inc. to the extent that they are
remitted to the Republic of Ireland. :

In general, dividends paid by a US company to shareholders resident in Ireland will suffer US withhblding
tax. However, a Double Taxation Agreement is currently in operation between Ireland and the US. Provided
certain adm1mstrat1ve conditions are met, under the terms of this Agreement the amount of US tax charged
shall not exceed:- - - :
* 5% of the gross amount of the dividends if the beneficial owner is a company that owns at least
10% of the voting stock of the company paying the dividends; or
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«  15% of the gross amount of the dividends in all other cases.

Tax withheld by the US authorities on the payment of the dividend is allowable as a credit against Irish tax
arising on the gross dividend paid by ParthusCeva Inc. Where the recipient of the dividend is a company, in
certain circumstances, credit for underlying US tax paid may be available against the Irish tax arising on
those dividends. ' '

Taxation of Capital Gains
Irish Shareholders

A shareholder who is resident or ordinarily resident in the Republic of Ireland is chargeable to capital gains
tax on chargeable gams arising on the disposal of ParthusCeva Shares

An individual who is resident or ordinarily resident but not domiciled in the Republic of Ireland, -should be
liable to capital gains tax on chargeable gains on the disposal of the ParthusCeva Shares only to the extent
that the proceeds are remitted to the Republic of Ireland.

A disposal of ParthusCeva Shares by an Irish resident or ordinarily resident shareholder may, depending on
the sharéholder’s individual circumstances—ihcluding the availability of exemptions, 1ndexat10n and
allowable losses—give rise to a liability to capltal gains taxation at a rate of 20%.

Irish Capital Acquisitions Tax

Irish capital acquisitions tax (referred to as CAT) applies to gifts and inheritances.

Where a gift or inheritance of ParthusCeva Shares is taken under a disposition made after 1 December 1999,
it will be within the charge to CAT:

*  where the person making the gift or inheritance is or was resident or ordinarily resident in the
Republic of Ireland at the date of the disposition under which the gift or inheritance is taken; or

"« inthecaseofa gift taken under a discretionary trust where the person from whom the gift is taken
was resident or ordinarily resident in the Republic of Ireland at the date he made the settlement, or
at the date of the gift or, if he is dead at the date of the gift, at his death; or

"« where the person receiving the gift or inheritance is resident or ordinarily resident in the Republic
of Ireland at the date of the gift or inheritance.

The person who receives the gift or inheritance is p;imai’ily liable for CAT. A person is secondarily liable if
he is the donor, his personal representative or an agent, trustee or other person in whose caré the property
constituting the gift or inheritance or the income there from is placed. Taxable gifts or inheritances received
by an individual since 5 December 1991 from donors in the same threshold class are aggregated and only
the excess over a specified tax-free threshold is taxed. The tax-free threshold is dependent on the

- relationship between the donor and the donees and the aggrega‘uon since 5 December 1991 of all previous
gifts and inheritances, within the same tax threshold. _

CAT is charged at the rate of 20%

There is no gift and mhentance tax ‘convention between the Umted States and the Republic of Treland.
Although an estate tax convention between the two countries was ratified in 1951, estate duty was abolished
in the Republic of Ireland in 1975 and it is not clear whether the estate tax convention is applicable to Irish
gift and inheritance taxes that replaced the former estate duty. As a matter of practice, the Irish Revenue
Commissioners apply the convention in respect of inheritance tax. ’

Irish Stamp Duty

No Irish stamp duty arises on the transfer of shares in a non-Irish registered company provided that the
.transfer does not relate to Irish property.

12.2 UK Taxation

The following are the material UK tax consequences to shareholders of the ownership and disposition of
ParthusCeva Shares. The comments below are only a guide to the general tax position based on current UK
law and what is understood to be current Inland Revenue practice. They relate -only to persons who are
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‘resident (and, in the case of individuals, ordinarily resident) in (and only in) the UK for tax purposes; who

hold ParthusCeva Shares as an investment, and who are the absolute beneficial owners of ParthusCeva

Shares. The comments below may not apply to certain classes of person including (but not limited to)

dealers, brokers, insurance companies and collective investment schemes. If you are in doubt as to your

- position, or you are resident or otherwise subject to taxation in a jurisdiction outside the UK, you
- should consult your own professnonal adviser.

Taxation of Dividends

The receipt of dividends by holders of ParthusCeva Shares will be subject to UK income tax or corporation
"tax as appropriate.

Any US tax withheld by ParthusCeva, Inc. on the payment of a dividend (see 13.3 “US Taxation” below)

should be allowable as a credit against UK tax arising on the gross dividend paid by ParthusCeva, Inc.

Where the recipient of the dividend is a company, in certain. circumstances, credit for underlying US tax
- 'paid may be available against the UK tax arising on those dividends.

~ Taxation of Chargeable Gains
+ UK Shareholders

. A disposal of ParthusCeva Shares by a shareholder resident or, in the case of an individual, ordinarily
resident, for UK tax purposes in the UK at the date of disposal may, depending on the shareholder’s

. particular circumstances, and subject to any available exemptlon or relief, give rise to a chargeable gain or
an altowable loss for the purposes of UK taxation.

‘Corporate shareholders are chargeable to corporation tax on chargeable g‘aihs at the corporate shareholders’
appropriate rate of corporation tax in the year in which the gain is realised for tax purposes.

Shareholders Temporarily Resident outside the UK

Under anti-avoidance legislation a shareholder who is an individual and who is only temporarily resident
outside the UK at the date of disposal may be liable to UK taxation of chargeable gains on their return to the
UK in respect of gains realised while they were temporarily resident outside the UK, subject to any
available exempuon or rehef :

UK. Inherztance Tax

ParthusCeva shares beneficially owned by an individual may be subject to UK inheritance tax on the death
of the individual or, in certain circumstances, if the ParthusCeva shares are the subject of a gift (including a
transfer at less than full market value) by the individual. UK inheritance tax is not generally chargeable on
gifts to individuals or to certain types of settlement made more than seven years before the death of the
donor :

Overseas taxes arising on a glft/mhentance may be creditable agalnst UK inheritance tax to the extent of the
UK inheritance tax arising in respect of those assets.

UK. Stamp Duty

As ParthusCeva is incorporated outside the UK and its share register w111 be kept outside the UK, no charge
to UK stamp duty reserve tax should arise in respect of an agreement to transfer the ParthusCeva Shares.
Nor should there be UK stamp duty on any agreement for sale of the ParthusCeva Shares.

Although documents effecting the transfer of the ParthusCeva Shares may technically be within the scope of
UK stamp duty, it 1s unhkely that stamp duty would ever need to be paid in respect of such transfers in
practice. :

"No UK stamp duty‘or SDRT liability should arise in respéct .of transfers of, or agreements to transfer, the
UK depository interests representing ParthusCeva Shares issued by CREST Depository Limited.

123 US Taxatlon

The discussion below summarises the material U. S federal income tax considerations generally applicable
-to U.S. holders and non-U.S. holders in connection with the ownership and disposition .of ParthusCeva
Shares. For purposes of this discussion, a “U.S. holder” is a beneficial owner of shares that is, for federal
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income tax purposes, (i) an individual who is a citizen or resident of the United States, (ii) a corporation
created or organised under the laws of the United States or any state or political subdivision thereof, (iii) an
estate the income of which is includible in gross income for federal income tax purposes regardless of its
source or (iv) a trust, the.administration of which is subject to the primary supervision of a United States
court and which has one or more United States persons who have authority to-control all substantial
decisions of the trust. The term “non-U.S. holder” refers to any beneficial owners of shares other than a U.S.
holder. For U.S. federal income tax purposes, income earned through a foreign or domestic partnership or
similar entity is attributed to its owners.

The discussion below is based on the current provisions of the Internal Revenue Code, currently applicable
United States Treasury Regulations promulgated thereunder, and judicial and administrative decisions and
rulings. The discussion below does not purport to address all aspects of U.S. federal income taxation that
may affect particular ParthusCeva shareholders in light of their individual circumstances, and is not
intended for shareholders subject to special treatment under U.S. federal income tax law. Shareholders
subject to special treatment include, without limitation, insurance companies, tax-exempt organisations,
financial institutions, broker-dealers, shareholders who hold their shares as part of a hedge, appreciated
financial position, constructive sale, straddle or conversion transaction, shareholders who do not hold their
ParthusCeva Shares as capital assets and shareholders who acquire their ParthusCeva Shares upon exercise
of employee options or otherwise as compensation. ’

The following discussion is not intended to be a complete analysis or description of all potential U:S. federal
income tax consequences or any other tax consequences of the acquisition, ownership and disposition of
ParthusCeva Shares. In addition, this discussion does not consider the effect of applicable state and local tax
laws. Shareholders of ParthusCeva are urged to consult their own tax advisors as to the particular tax
" consequences to them as a result of the acquisition, ownership and disposition of ParthusCeva Shares,
including the applicability and effect of any state, local, or non-U.S, tax laws, and changes in
applicable tax laws.

(a) US holders
(i) Sale or exchange of ParthusCeva Shares

In general, a US holder of ParthusCeva Shares will recognise a capital. gain or loss upon the sale,
exchange, or other disposition of the ParthusCeva Shares measured by the difference between: (i) the
amount received in exchanged for the ParthusCeva Shares; and (ii) the US holder’s tax basis in the
shares. . »

. (ii) Dividends on ParthusCeva Shares

In general, distributions on ParthusCeva Shares will- constitute dividends for US-federal income tax
purposes to the extent of the current or accumulated earnings and profits of ParthusCeva (if any) as
determined under US federal income tax law. Dividends paid to holders that are US corporations may
be eligible for the dividends received deduction. To the extent that a US holder receives distributions
on ParthusCeva Shares that would otherwise constitute dividends for US federal income tax purposes,
but that exceed the current or accumulated earnings and profits of ParthusCeva, the distribution will be
treated first as a non-taxable return of capital reducing the holder’s tax basis in the ParthusCeva Shares.
Any distribution in excess of the holder’s tax basis will be treated as capital gain.

(iii) Information Reporting and Backup Withholding

Backup withholding of US federal income tax at a rate of 30% (subject to periodic reductions) may
apply to payments received with respect to ParthusCeva shares by a US holder that is not an “exempt
recipient” and that fails to provide certain identifying information (such as the holder’s taxpayer
identification number) and certification in the manner required. Generally, individuals are not exempt
recipients and corporations and certain other entities are exempt recipients. Payments made in respect
of the ParthusCeva shares must be reported to the IRS unless the US holder is-an exempt recipient or
otherwise establishes an exemption.

Backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules
from a payment to a US holder will be refunded, or credited against the holder’s US federal income tax
“liability, if any, provided that the required information or appropriate claim for refund is furnished to
the IRS. ‘
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(b) Non-US Holders
(i) Sale or exchange of ParthusCeva Shares

A non-US holder generally will not be subject to US federal income tax on gain recognised on the sale
or exchange of the ParthusCeva Shares unless:

* the gain is, or is treated as, effectively connected with the conduct of a trade or business within the
US by the non-US holder (and, if any applicable income tax treaty so requlres is also attributable
to a permanent establishment of the non-US holder in the US); or ‘

* in the case of a non-US holder who is a non-resident alien individual and holds the ParthusCeva
Shares as a capital asset, the holder is present in the US for 183 or more days in the taxable year of
the sale or exchange and certain other conditions are met or in the case of certain expatnates

Corporate non-US holders that have income on a sale or an exchange that is effectwely connected with
the conduct of a trade or business within the United States may also be subject to an additional *“branch
profits” tax

(ii) Dividends on ParthusCeva Shares

In general, any distribution on ParthusCeva Shares will be treated as a dividend, return of capital, or
capital gain as described above with respect to US holders. A distribution that is treated as a dividend
under those rules and that is received by a non-US holder will be subject to US federal income tax
withholding at a rate of 30% unless the dividend is effectively connected with the conduct of a trade or

~.business within the US by the non-US holder, in which case the dividend will generally be subject to
US federal income tax rules that apply to US holders generally, or unless an applicable income tax
treaty reduces or eliminates the withholding tax and the non-US holder complies with applicable
certification. A distribution to a non-US holder that is treated as capital gain will be subject to the rules
described above under “Sale or exchange of ParthusCeva Shares”. Corporate non-US holders that
receive dividend income that is effectively connected with the conduct of a trade or business within the
US may also be subject to an additional “branch profits” tax on such income.

Residents of Ireland should be aware that certain aspects of the Double Taxation Agreement currently
in operation between Ireland and the US are discussed in paragraph 12.1 of Part 3 of this document.
Shareholders resident in Ireland are advised to seek professional guidance on the applicability of this
Double Taxation Agreement to their individual circumstances.

Residents of the UK should be aware that a new Double Taxation Agreement is due to be ratified by
the UK and US legislatures in the near future and shareholders are advised to seek professional
guidance on the applicability of this agreement (or, if this agreement has not been ratified when
" seeking professional gu1dance the Double Tax Agreement currently in force) to their individual
© circumstances. Provided cértain administrative conditions are met, under the terms of this agreement
the amount of US tax charged shall not exceed:-

5% of the gross amount of the dividends if the beneficial owner is a company that owns shares
representing directly or indirectly at least 10% of the- voting power of the company paying the
.dividends; or

15% of the gross amount of the dividends in all other cases.

(iii) Federal Estate Taxes

ParthusCeva Shares owned or treated as owned by an individual who is a non-US holder at the time of
his or her death will be included in the individual’s estate for US federal estate tax purposes and thus
will be subject to US federal estate tax, unless an applicable estate tax treaty provides otherwise.

(iv) Information Reporting and Backup Withholding

ParthusCeva must report annually to the United States Internal Revenue Service and to each non-US

- holder the' amount of dividends paid to that holder and the tax withheld from those dividends,
-regardless of whether withholding was required. Copies of such information returns may also be made

available to the tax authorities in the country in which the non-US holder is a resident under the

- provisions of an:applicable income tax treaty or agreement or as required under local law. The gross
amount of the dividends not otherwise subject to US federal withholding tax paid to a non-US holder
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that fails to certify its non-US holder status in accordance with applicable US Treasury Regulations
generally will be subject to backup withholding at a rate of 30%, subject to periodic reductions.

United States information reporting and backup withholding imposed at the above rate will generally

apply to the proceeds of a disposition of our common stock by a non-US holder effected by or through

- the United States office of a broker unless the non-US holder verifies its status as a non-US holder or

otherwise establishes an exemption. Generally, US information-reporting and backup withholding will

not apply to a payment of disposition proceeds where the transaction is effected outside the US through

a non-US office of a non-US broker. However, unless a non-US holder establishes an exemption or a

broker has documentary evidence in its files of the holder’s non-US status, US information reporting

~ requirements (but not backup withholding) will apply to the payment of disposition proceeds where the
transaction is effected outside the US by or through an office outside the US of a broker that is:

. a US person; _
+  acontrolled foreign corporation for US federal income tax purposes;

»  a foreign person 50% or more of whose gross income from all sources for the three-year
period ending with the close of its taxable year preceding the payment, or for such part of the
period that the foreign person has been in existence, i8 ‘derived from activities that are
effectively connected with the conduct of a US trade or business; or

o aforeign partnership if, at any time during its taxable year, (A) more than 50% of the capital
" or profits interests in the partnership is owned by US persons, or (B) the partnership is
engaged in a US trade or business.

Non-US holders should consult their own tax advisors regarding the application of the information and
backup withholding rules to them.

Backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules
from a payment to a non-US holder will be refunded, or credited against the holder’s US federal
income tax liability, if any, provided that the required information or appropriate cla1m for refund is
furmshed to the IRS.

13. Miscellaneous

13.1 KPMG have given and not withdrawn their written consent to the inclusion of their report as set out in Part
1, Section A of this document and the references thereto and to their name in the form and context in which
they appear and have authorised the contents of those parts of this document comprising their report for the
purposes of Regulation 6(1)(e) of The Financial Services and Markets Act 2000 (Official Listing of
Securities) Regulations 2001.

13.2 Kost, Forer and Gabbay, a member of Emst & Young Global, have given and not withdrawn their written
consent to the inclusion of their report as set out in Part 1, Section C of this document and their letter as set
out in Part 2 of this document and the references thereto and to their name in the form and context in which
they appear and have authorised the contents of those parts of this document comprising their report and
letter for the purposes of Regulation 6(1)(e) of The Financial Services and Markets Act 2000 (Official -
Listing of Securities) Regulations 2001.

13.3 No temporary documents of title will be issued in respect of the ParthusCeva Shares. The ParthusCeva
Shares will be in registered form. ‘

13.4 The ParthusCeva Shares will not be marketed or made available to the public in the UK in conjunction with
this application for admission. ‘

13.5 The Directors and Proposed Directors may determine that any class of shares may be held in uncertificated
form and evidenced and transferred by electronic means without a written instrument.in accordance with
statutory regulations made from time to time under the Delaware General Corporation Law or any other
regulations having .similar effect or that shares of any class should cease to be held and transferred as
aforesaid.

XXv




13.6 The aggregate amount payable by the Enlarged Group during the 52 weeks ending on 31 December 2002
for remuneration and benefits in kind (including pensions contributions) to all persons who served in the
capacity of director of the Company during that period is expected to be approximately US$597,500.

13.7 There is no agreement under which any Director or Proposed Director of the Company has waived or
agreed to waive future emoluments nor has there been any waiver of emoluments during the ﬁnanmal year
immediately preceding the date of this document. -

13:8 No loans or guarantees have been granted or provided to or for the benefit of any of the Directors and

.. Proposed Directors by the Company which have not been repaid or released as at the  date of this
document. S

13.9 It is estimated that the total expenses relating to the Combination which are payable by the Company will
amount to approximately US$10,000,000 (excluding any Value Added Tax).

13.10 Based on the number of shares of Ceva common stock expected to be in issue immediately following the
Separation, the maxrmum number of new ParthusCeva Shares to be issued to Parthus Shareholders
pursuant to the Combination will be approximately 8,999,500.

13.11 Based on the closing dealt price of 20.75 pence per Parthus Share on 27 August 2002 (being the latest

. - practicable date prior to publication of this document) and on the assumption that no further shares are
issued pursuant to rights granted between the date of this document and the Effective Date by Parthus, the
aggregate consideration represented by the maximum number of ParthusCeva Shares to be issued to
Parthus Shareholders in the Combination (as referred to in paragraph 13.10 above) is £122,668,098
(US$187,755,791). Each-such ParthusCeva Share is to. be issued credited as fully paid. This would
represent a premium of US$20.86 per ParthusCeva Share over the nominal value of $0.001.

13.12 The offer of ParthusCeva Shares to DSP shall be open until the earlier of the satisfaction of the conditions
set out in the Combination Agreement or 31 December.2002. The offer of ParthusCeva Shares to
shareholders of Parthus shall be open until the earlier of the approval of the Scheme or 31 December 2002.

13.13 Save as disclosed on page F-63 of this document, Parthus have not declared or paid any cash dividends in
the last three financial years.. -

13.14 In paragraph 13.11 and in Part 4 of this document, and for convenience only, all amounts quoted in euro
and/or sterling have been converted using the following exchange rates:

€1 =1US80.9799
£1 = USS1. 5306

14. Documents Available for Inspectlon
Copies of the following documents may be inspected at the offices of Morrison & Foerster MNP 21
Garlick Hill, London, EC4V 2AU and at the offices of Brobeck Hale and Dorr, Alder Castle, 10 Noble
Street, London EC2V 7QJ during usual business hours on any weekday (Saturdays, Sundays and public
holidays excepted) until 17 October 2002:

14.1 . the Certificate of Incorporation and Bylaws of the Company,
14.2  the draft of the form of employment contracts referred to in paragraph 6 of this Part 3 of this document;

14.3 the materlal contracts (or, where relevant drafts thereof) referred to in paragraph & of this Part 3 of this
document

14.4 the rules of the Company’s share schemes referred to in the section entitled “Stock Plans” beginning on
page 107 of this document;

14.5 the consolidated audited accounts of Parthus Technologles plc for each of financial years 1999, 2000 and
2001;

146 the Accountants’ Report by KPMG contained in Part 1, Section A of this document;

14.7 the Accountants’ Report by Kost, Forer & Gabbay, a member of Ernst & Young Global contamed in Part
1, Section C of this document;

14.8 the letter from Kost, Forer & Gabhay, é member of Emst & Young Global, contained in Part 2 of this
document;

14.9 the letter of consent from KPMG referred toin paragraph 13.1 of this Part 3 of this document; and

14.10 the letter of consent from Kost Forer & Gabbay, a member of Emst & Young Global, referred to in
paragraph 13.2 of this Part 3 of this document.

The date of this document is 2 September 2002.
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PART 4

DEFINITIONS AND GLOSSARY OF TECHNICAL TERMS

Definitions

The following definitions apply throughout this document, unless the context otherwise requires:

“£” or “sterling”
“E” or "‘euro”

“1963 Act”

“A dmission”

“Board”

‘Capital Reduction”

“Capital Repayment”

“Ceva”
“Combination Agreement”
“Combination”

“Court Meetings”

“Directors”
“DSPG”

[1 ‘DSPGL’ s
“Effective Date”

“Enlarged Group”

“Extraordinary General Meeting”

“Final Court Order(s)”

“Goldman Sachs”
“Hearing Date”
‘‘High Court”’

“Ireland”

pounds sterling and “penny” shall mean one one-hundredth of one
pound sterling

the lawful currency of the European Monetary Union and “eurocent”
or “c” shall mean one one-hundredth of one euro

the Companies Act, 1963 of Ireland (as amended)

the admission to the Official List and admission to trading on the
London Stock Exchange of the ParthusCeva Shares becoming
effective by the decision of the UK Listing Authority to admit such
shares to listing being announced in accordance with paragraph 7.1 of
the Listing Rules and by the decision of the London Stock Exchange
to admit such shares to trading being announced in accordance with
London Stock Exchange Admission Standards

the board of directors of Ceva

the cancellation by Parthus of its Share Capital, as set out in the
Scheme

the repayment of capital in an aggregate amount of US$60 million
(approximately €61.2 million or £39 2 million) by Parthus to Parthus

- Shareholders

Ceva, Inc., a Delaware corporation, which will change its name to
ParthusCeva, Inc. prior to the Effective Date

the combination agreement dated 4 April 2002 by and among Parthus,
DSPG and Ceva

the combination of Parthus and Ceva, as described in this document,
the terms of which are contained in the Combination Agreement

the meetings of holders of Parthus Shares and Parthus Options
convened by the direction of the High Court in connection with the
Scheme, pursuant to section 201 of the 1963 Act, including any
adjournments thereof

the directors of Ceva, as detailed on page ii of this document

DSP Grdup, Inc.;a Delaware corporation

- DSP Group, Lid, a sub51d1ary of DSPG

the date of the registration by the Compames Registration Office,
Dublin of the Final Court Order(s) and the minute approved by the
High Court of Ireland confirming the Capital Reduction,

means the Company and its subsidiaries immediately followmg
completion of the Combination

the extraordinary general meeting of Parthus includihg any
adjournment thereof

the Order and the final order by the 'H.igh Court sanctioning (i) the
Scheme and (ii) the Capital Reduction under sections 72 and 201 of
the 1963 Act

Goldman Sachs International

the date on which the Final Court Order(s) is/are made

the High Court of Ireland

the Republic‘ of Ireland and “Irish” shall be construed accordingly.
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“IRS”

“London Stock Exchange”
“Morgan Stanley”
“Nasdaq”

“Official List”

“Parthus”

“Parthus ADSs”

“Parthus ADS holders”

“ParthusCeva’ or the “Compariy” g

“ParthusCeva Shares”

“Parthus Directors”
“Parthus Meetings”
“Parthus Group”
“Parthus Options’;

“Parthus Share Schemes”

“Parthus Shareholders™
“Parthus Shares™

“Proposed Directors”

“Prospectus”

“Scheme”

“Separation”
“subsidiary undertaking”
“UK Listing Authority”

“United Kingdom” or “UK”
“United States” or “US”

“US Securities Act”
“yUS$” or “US dollars”

the US Internal Revenue Service

the London Stock Exchange plc

. Morgan Stanley & Co. Limited

The Nasdaq National Market, Inc.
the official list of the UK Listing Authority
Parthus Technologies plc

American Depositary Shares, each representing 10 Parthus Shares and
evidenced by Parthus American Depositary Receipts

holders of Parthus ADSs
Ceva (to be renamed ParthusCeva, Inc. prior to the Effective Date)

the shares of common stock, US$0.001 par value per share, of
ParthusCeva '

the directors of Parthus
the Court Meeting and the Extraordinary General Meeting
Parthus and its subsidiaries

options over Parthus Shares and/or Parthus ADSs granted pursuant to
the Parthus Share Schemes

the Parthus 2000 Share Option Plan and the Parthus-Chicory Systems,
Inc. 1999 Employee Stock Option/Stock Issuance Plan, as amended

holders of Parthus Shares
ordinary shares of 0.03c each in the capital of Parthus

the proposed directors of the Company, as detailed on page ii of this
document ‘

the prospectus of Ceva which forms part of a registration statement on
Form S-1 under the US Securities Act relating to the Separation and
the Combination :

the proposed scheme of arrangement under section 201 of the 1963

Act between Parthus and the Parthus Shareholders and holders of

Parthus Options, or with any modification, addition or condition -
approved or imposed by the High Court

the contribution of the Ceva Business to the Ceva Group by the DSPG
Group and the distribution by DSPG of all outstanding shares of Ceva
to the Stockholders of DSPG

a subsidiary undertaking as that term is defined for the purpose of
Regulation. 4(1) of the European Communities (Companies: Group
Accounts) Regulations, 1992 of Ireland

the Financial Services Authority Limited acting in its capacity as the
competent authority for listing in the United Kingdom under Part V1
of the Financial Services and Markets Act 2000

the United Kingdom of Great Britain and Northern Ireland

the United States of America and its territories and possessions and
any other areas subject to its jurisdiction

the US Securities Act of 1933

United States dollars and “US cent” shall mean one one-hundredth of
one US dollar ‘
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Glossary of technical terms

‘“Bluetooth”

) “core”
“DSP”

“GPS”

“integrated circuit”
“IP”

“MP3”

(‘OEM”
“semiconductor”

“transistor”

“VOIP”

“W_CDMA”

a technology specification for a low cost, short.range audio link
between mobile phones, lap top computers and other portable devices

~a block of intellectual property that is used in the deéign and
. production of an integrated circuit; especially, a reusable block of

such IP that can easily be inserted into a larger design.

digital signal processing; a variety of techniques specialised computer

circuits use to perform rapid and complex operations on digital
information, especially the processing audio and video signals

global pésitioning system; a system of satellites for identifying earth
locations. By triangulation of signals from three of the satellites, a

receiving unit can pinpoint its current location anywhere on earth to
within a few metres

a single semlcongluct_or chip on which thousands or millions of
transistors are combined

intellectual property

MPEG Audio Layér 3; an audio compression technology. MP3 uses

. perceptual audio coding to compress CD-quality sound by a factor of

12, while providing -almost the same fidelity

original equipment manufacturer; a manufacturer that sells equipment
to a reseller for re-branding or re-packaging

generic name for devices such as. transistors and integrated circuits
that can control the flow of electrical s1gnals

the basic building block of modern semiconductor Imcroelectromcs a

‘transistor regulates current flow or voltage and acts as a switch or gate

for electronic signals

Voice-over Internet Protocol; a technology for the transmission of
voice over the Internet

wideband code division multiple access; the proposed European
standard for third- generatmn mobile networks
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SECTION II — PROSPECTUS

PROSPECTUS RELATING TO THE SEPARATION OF
CEVA, INC. FROM DSP GROUP, INC.
AND COMBINATION OF CEVA, INC. WITH PARTHUS TECHNOLOGIES PLC

Common Stock
(par value $0.001 per share)

This prospectus is being furnished in connection with (i) the pro rata distribution by DSP Group, Inc. to its stockholders
of all outstanding shares of common stock of Ceva, Inc. in connection with the separation of Ceva from DSP Group, and (ii)
the subsequent combination of Parthus Technologies plc with Ceva and the issuance of ParthusCeva’s common stock to the
former Parthus shareholders. '

Pursuant to the terms and conditions of the Separation Agreement and related agreements among DSP Group, Ceva and
certain other subsidiaries of DSP Group, DSP Group contributed its DSP cores licensing business to Ceva and its subsidiaries
and distributed all of the issued and outstanding stock of Ceva to DSP Group stockholders. Shares of Ceva’s common stock
were distributed to holders of record of DSP Group’s common stock as of the close of business on the record date of the
distribution, which was ., 2002. Each of those holders received one share of Ceva common stock for every three shares
of DSP Group common stock held on , 2002, the record date. No consideration will be paid by holders of DSP Group
common stock for the shares of Ceva common stock they receive. - T '

Immediately following the distribution described above, pursuant to the terms and conditions of a Combination
Agreement dated as of April 4, 2002, by and among DSP Group, Ceva and Parthus, as amended, Parthus combined with
Ceva and Ceva changed its name to ParthusCeva, Inc. The combination was effected as a scheme of arrangement under the
laws of the Republic of Ireland. The existing shares of Parthus were cancelled and the existing Parthus shareholders received
one share of ParthusCeva’s common stock for every Parthus ordinary shares held by them.

Prior to the separation, no public market existed for ParthusCeva’s common stock. ParthusCeva has filed applications to
list its common stock on the Nasdaq National Market under the symbol “PCVA” and on the London Stock Exchange under
the symbol “PCV.”

In reviewing this prospectus, you should carefully consider the matters described under the caption “Risk
Factors” beginning on page 7.

DSP Group, as the sole stockholder of Ceva, approved the transactions entered into by Ceva relating to the
separation and combination. DSP Group stockholder approval of the separation and combination is not required or
sought. This prospectus is first being mailed to holders of record of DSP Group’s common stock on , 2002,

This prospectus is not an offer to sell, or a solicitation of an offer to buy, any securities of ParthusCeva.

Neither the Securities and Exchange Commission nor any other regulatory body has approved or disapproved
these securities or passed upon the accuracy or adequacy of this prospectus. Any representation to the contrary is a
criminal offense. :

The date of this prospectus is , 2002
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- PROSPECTUS SUMMARY

The following is a summary of some of the information contained in this prospectus. We urge you to read
the entire prospectus carefully, especially the risks associated with our business discussed under “Risk Factors”
and our financial statements.

‘ Exc'ept for our historical financial statements or as otherwise indicated, we describe in this prospectus the
business contributed to 'us by DSP Group, Inc. (see “Separation of DSP Cores Licensing Business from DSP
Group”), and the business acquired by us in the combination with Parthus (see “Combination with Parthus
Technologtes plc”) as if they had been operated by ParthusCeva for all periods presented herein. We are an
independent public company, ‘and DSP Group has no continuing stock ownership in us. Accordingly, our
historical financial results as part of DSP Group may not reflect our financial results in the future as an
independent company or-what our financial results would have been had we been a stand-alone company during
the periods presented herein. - :

Our Business . .

~ ParthusCeva licenses to semiconductor companies and electronic equipment manufactufers (also known as
original equipment manufacturers, or OEMs) complete, integrated intellectual property (IP) solutions that enable
a wide variety of electronic devices. Our programmable digital signal processing (DSP) cores and application-
level IP platforms power handheld wireless devices, global positioning system (GPS) devices, consumer audio
products, automotive applications and a range of other consumer products. We intend to license complete system
solutions consisting of .our 1P platforms built around our DSP cores technology, while also continuing to license
our DSP cores and IP platforms as stand- alone offerings. ParthusCeva was formed in 2002 through the

combination of Ceva, the former DSP cores licensing business of DSP Group, founded in 1991, and Parthus, a
provider of platform-level IP for the consumer electronics market, founded in 1993.

Our DSP cores licensing business (formerly the business of Ceva) develops and licenses designs of
programmable DSP cores and DSP core-based sub-systems. A programmable. DSP core is a special-purpose,
software-controlled processor that, through complex mathematical calculations, analyzes, manipulates and
enhances digital voice, audio and video signals. Chips incorporating these core designs as their central processor
are used in a wide.variety of electronic devices, including digital cellular telephones, modéms, hard disk drive
controllers, MP3 players, voice over packet products and digital cameras, and are critical to the performance of
the electronic products in which they are used. A DSP core-based sub-system incorporates additional hardware
blocks required as 1nterfaces from the DSP core for the overall system.

Our platform-level IP busmess (formerly the business of Parthus) develops semiconductor intellectual
property for a range of consumer electronic products and licenses this technology to semiconductor
marntufacturers and OEMs. Our portfolio of IP platforms spans major broadband and local area wireless
connectivity technologies as well as key application IP including multimedia, location and smartphone/handheld
technologies. The intellectual property we license can take the form of schematics and designs for silicon chips
and circuitry and software to perform particular functions on those.chips. In addition, we also sell finished
modules (which we refer to as Hard IP) to these customers.

Strategy

Our goal is to become the leading licensor of programmable DSP cores and platform-level IP solutions. In
particular, we seek to establish our DSP core technology and IP solutions as the standards for high-volume and
emerging applications. To meet these goals we intend to:

¢ Provide an integrated solution. . We seek to maximize our competitive advantage by focusing on
providing integrated solutions, both for our programmable DSP cores and our application-level IP
platforms, and we intend to continue to invest in the development of technology for complete systems.




* Enhance our expertise. We seek to maximize our expertise in DSP, analog, mixed-signal and related
software technology, and to capitalize on that expertise to address critical customer demands. We intend
to enhance our existing DSP cores and IP platforms with additional features and performance, while
‘developing new offerings that will focus on other emerging applications across the range of end markets
we serve.

o Target top-tier customers. We seek to strengthen relationships and expand licensing and royalty
arrangements with our existing customers and to extend our customer base with other key industry
companies in order to facilitate the development of our technology. We believe that we can achieve the

. best results by targeting our sales and marketing activities at high-volume semiconductor companies and
leading OEMs with a track record of successful end-user deployments. Parthus and Ceva together have
entered into license agreements with nine of the top ten semiconductor companies worldwide.

*  Focus on large and fast-growing markets. We believe that our expertise in programmable DSP cores
and platform-level IP allows us to target fast-growing segments within the consumer electronics market,
such as wireless communications, mobile computing, automotive electronics, and -consumer
entertainment. We intend to strengthen our relationships and expand licensing and royalty arrangements
with customers in those markets and to extend our customer base with key industry leaders within each
of those segments.

s Take advantage of the industry shift towards open-standard architectures. We believe that the
industries in which we compete are moving away from proprietary IP solutions towards open-standard
architectures, and that this trend creates an opportunity for providers of licensable DSP cores and
platform-level IP. As a consequence, we intend to use our expertise to create leading products and
services in critical open standards fields, such as Bluetooth, GPS and multimedia, to position ourselves
to take advantage of this trend. We also participate in the development of industry standards in these and
other emerging technology areas.

» Focus on a portfolio approach to the licensing of our IP platforms. We seek to differentiate
ourselves through the breadth of our IP offerings and our ability to integrate these offerings into a single
solution built around our family of state-of-the-art DSP cores. In tandem with targeting top-tier
customers, we intend to focus on offering a variety of solutions. Our product architecture is designed to
allow multiple platforms to reside on the same piece of silicon, significantly reducing the cost and
complexity of integration while simultaneously improving power dissipation and time to market for
next-generation devices. This approach enables our customers to develop product solutions for next-
generation devices that incorporate multiple functions. This approach will also provide our customers
with the benefits of “one-stop shopping” and a technology roadmap for the next generation of multi-
functional devices.

s Establish, maintain and expand relationships with key technology providefs. ‘We have established
and seek to expand our close working relationships with: -

* contract semiconductor companies, usually referred to as silicon foundries, in order to assure
adequate supplies of chips for our customers who purchase our technology in chip form and in order
to give OEMs a means of obtaining competitive manufacturing capabilities;

¢ third-party suppliers of block-level semiconductor IP, in order to have access to their most current
technologies; and

+ developers of both application-level and system-level software so that we can continue to offer
complete platform solutions.

In addition, we have and seek to expand our relationships with companies that offer complementary
technologies for designing system-on-a-chip applications based on our DSP core. desxgns We believe that these
relationships will increase the markets for our products.




Separation of the DSP Cores Licensing Business from DSP Group

Ceva, Inc. was formed as a Delaware corporation and wholly-owned subsidiary of DSP Group in November
1999. The separation of the DSP cores licensing business from DSP Group, including the transfer of related
assets, liabilities and intellectual property rights, was completed in : , 2002.

We believe that we will realize the following benefits by separating from DSP Group:

»+ We will be able to focus on developing our business and pursuing strategic opportunities in the licensing
of technology to third parties, increase our research and development efforts, better target our markets,
and focus our sales and support infrastructures in different markets than those of DSP Group.

* As a stand-alone, independent company, our management will be able to devote time and energy
exclusively to our business.

* We plan to make our technology accessible to all potential users, free of competitive considerations
faced by DSP Group.

*  Our employees will be motivated by incentive compensation programs tied to the market performance
of our common stock.

* As a more focused company, we expect to be able to make decisions more quickly, deploy resources
more rapidly and efficiently and enhance our responsiveness to customers and partners. .

*  We expect to have direct access to the capital markets to issue debt or equity securities and to grow
through acquisitions.

Combination of Parthus and Ceva

In , 2002, Parthus and Ceva combined their businesses under the terms and conditions of a
Combination Agreement, dated as of April 4, 2002, as amended, by and among DSP Group, Ceva and Parthus.
As part of the combination, Ceva changed its name to ParthusCeva, Inc., and Parthus became a wholly-owned
subsidiary of ParthusCeva. Pursuant to arms-length negotiations between DSP Group and Parthus, and as set

_forth in the Combination Agreement, immediately following the separation and combination, approximately
50.1% of the outstanding shares of common stock of ParthusCeva were held by the stockholders of DSP Group,
and approximately 49.9% were held by the former shareholders of Parthus

Our prmc1pa1 headquarters are located at 2033 Gateway Place, Suite 150, San Jose, CA 95110-1002, and our
telephone number at this locatlon is +1-408-514-2900.

PalmDSPcore, PineDSPcore, OakDSPcore, OCEM, TeakDSPcore, Pine, Teak and Teaklite are United
States registered trademarks of ParthusCeva or its affiliates. Parthus, the Parthus logo and BlueStream are
European Community trademarks of ParthusCeva or its affiliates. The registration of the following trademarks is
pending in the United States: ParthusCeva, the ParthusCeva logo, Ceva, the Ceva logo, SmartCores, Assyst,
Parthus, the Parthus logo, MachStream, MobiStream, WarpStream, MediaStream, BlueStream and NavStream.
Application for the following trademarks is pending in other jurisdictions: ParthusCeva, the ParthusCeva logo,
Ceva, the Ceva logo, SmartCores, Assyst, Parthus, the Parthus logo, MachStream, MobiStream, WarpStream,
MediaStream, InfoStream, BlueStream and NavStream. The following trademarks are in use: PalmASSYST,
PINE ASSYST SIMULATOR, XpertTeak, XpertDSP, XpertPalm, OpenKey, DSCKey, VoPKey, EDP,
SmartCores Enabled, PDKit, ODKit, TLDKit, TDKit and In8Stream. All other trademarks and service marks
appearing in this prospectus are the property of their respective owners.
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Summary Historical Consolidated Financial Data of Ceva

-~ The following table presents summary historical consolidated financial data of Ceva, giving effect to the
transfer .of the DSP cores licensing. business from DSP Group to Ceva as if this business had operated as a
separate entity throughout the relevant periods. This information should be read in conjunction with the financial
statements and related notes included elsewhere in this. prospectus. This summary historical consolidated
financial data is presented for illustrative purposes only and is not necessarily indicative of the operating results
or financial position that would have been achieved had the separation been consummated as of the dates
indicated or that may be achieved in the future. ‘

Year Ended Six Months
December 31, Ended
2001 . - June 30,2002

(U.S. Dollars in thousands)

Consolidated Statement of Income Data:

REVEIUES ...ttt $25,244 $8,682
GITOSS PIOLIL 1.ttt 23,993 8,066
OPETAtING EXPETISES ..veuverirvirerieieeeetreteiesireseerenrt st st re s stab e besesaresbaeinerenns 10,845 6,064
OPETating INCOIMIE ...c..ccouviiriererrntiiercreetireer et sttt e e ee ke nan e e 13,148 2,002
INEE INCOME ..ottt ettt ettt e ea e st esete e b e erteteenbe st s enseeanonenssrnereeans $10,355 $1,510
June 30, 2002
thousands)
Consolidated Balance Sheet Data:
Working capital .........ooeoererirenanneesieeeneniecceenne Ceeteb et et ettt et bar b e re e etebas $ 6,055
TOLAL ASSEES ...vveeeeiiiietie e ecree ettt ee e e et ee e st s e s tsaeeateesesssseaatbe et sbees e instaeeaseesesabeaesereaesnnnns : 14,544

Total stockholders’ equity and Parent company investment...........c.cccevvviviiviensininienenes $ 8,738




FORWARD-LOOKING STATEMENTS

* This prospectus and other materials filed or to be filed by ParthusCeva with the Securities and Exchange
Commission, as well as information included in oral statements or other written statements made or to be made
by ParthusCeva, contain forward-looking statements that involve risks and uncertainties. These forward-looking
statements are not historical facts but rather are based on current expectations; estimates and projections about
our industry, our beliefs and assumptions. We use words such as “anticipate,” “expect,” “intend,” “plan,”
“believe,” “seek,” “estimate” and variations of these words and similar expressions to identify forward-looking
statements. These statements are not guarantees of future performance and are subject to certain risks,
uncertainties and other factors, some of which are beyond our control, are difficult to predict and could cause
actual results to differ materially from those expressed or forecasted in the forward-looking statements. These
risks and uncertainties include those described in “Risk Factors” and elsewhere in this prospectus. You should
not place undue reliance on these forward-looking statements, which reflect our view only as of the date of this
prospectus.’




RISK FACTORS

You should carefully consider each of the following risks and uncertainties associated with our company
and ownership of our common stock, as well as all other information set forth in this prospectus. Holding our
common stock involves risk. The occurrence of any of the following risks could materially and adversely- affect

“our business, financial condition and operating results, which could result in a decline in the trading price of our
common stock.

RISKS REI;ATING TO THE SEPARATION OF
"OUR DSP CORES LICENSING BUSINESS FROM DSP GROUP

We may have potentlal busmess confllcts of interest with DSP Group with respect to our past and ongoing
relationships and we may not be able to resolve these conflicts on terms that are most favorable to us.

Conflicts of interest may arise between DSP Group and us in a number of areas relating to our past and
ongoing relationships, including:

» - labor, tax, employee beneﬁt indemnification and other matters arising from our separatlon from DSP
Group;

« intellectual property matters;
* employee retention and recruiting;
» the naturc_,_qudlity and pricing of transitional services DSP Group has agreed to prolvide us; and

-« business opportunities that may be attractive to both DSP Group and us.

We may not be able to resolve any of the potential conflicts of interest discussed above, and even if we do,
the resolution may be less favorable than if we were dealing with an unaffiliated party. Under the separation
agreement, DSP Group has agreed not to compete with us for a period of five years in the business of developing
and licensing designs for programmable digital signal processor cores, and we have agreed not to compete with
DSP Group in the business of designing, manufacturing and marketing high performance digital signal processor-
based integrated circuit devices for integrated digital cordless telephones and voice-over broadband products for
a period of five years.

We currently use DSP Group’s operational, administrative and technical infrastructure.and if these
services are not sufficient to meet our needs or if we are not able to replace these services, we may be - :
unable to manage critical operational functions of our business. :

Pursuant to our transition services agreements, DSP Group and ‘its subsidiaries have agreed to provide us
and our subsidiaries with certain general and administrative services, including management and information
services and network, hardware and software maintenance and support. ‘

In addition, DSP Group, Ltd. has assigned to us a lease covering the facilities we will occupy in Hérzeliya,
Israel. We also use a portion of DSP Group’s Santa Clara, California facilities under the transition services
agreements referred to above. ' : :

The transition services agreements provide that DSP Group and its subsidiaries will continue to provide
these-services to us in exchange for fees payable by us to DSP.Group and its subsidiaries until terminated in
accordance with their terms. Although those entities are contractually obligated to provide us with these services,
these services may.not be provided at the same level as when we were part of DSP Group, and we may not be
able to obtain the-same benefits. In addition, we cannot assure you that during the initial terms of the transition
services agreements, the quality of services and level of responsiveness will meet our needs. If we are unable to
obtain sufficient quahty of these services or replace these services which are not effectively prov1ded our
business and results of operations could be harmed. :




After the initial terms of the transition services agreements, we will need to either extend the term of these
agreements, engage others to perform these services or perform these services internally. We cannot assure you
that DSP Group  or its subsidiaries will continue to provide us with these services after the initial terms of the
transition services agreements, that the quality of services and level of responsiveness will meet our needs or that
the cost of these services will not be significantly higher if we purchase them from unaffiliated providers or
employ staff to handle them internally.

Although agreed in the context of arms-length negotiations between DSP Group and Parthus in connection
with the combination, the transition services agreements were entered into in the context of a parent-subsidiary
relationship with DSP Group. As a result, the prices charged to.us under these transition services agreements may
be lower than the prices that we may be required to pay third parties for similar services or the costs of similar
services if we undertake them ourselves, If we fail to find replacements for these services in a timely fashion, or
if we are not able to replace them on favorable terms, our business, results of operations and financial condition
could be harmed.

For a more detailed description of the services provided to us by DSP Group and certain of its subsidiaries,
please see “Separation of DSP Cores Licensing Business from DSP Group.”

Restrictions on our ability to issue stock and take certain other actions could inhibit our growth.

The restrictions in the separation agreement on issuances of our capital stock and other specified actions by
us during the one-year period following the distribution, or the liquidation, disposition or discontinuation of the
DSP cores licensing business during the two-year period following the distribution, and the requirement that we
indemnify DSP Group if we do not comply with these restrictions, could limit our ability to grow our business
and compete effectively during the period following the distribution. In addition, these restrictions and
indemnification obligations could make us a less attractive acquisition or merger candidate during this period.

We could be subject to joint and several liability for taxes of DSP Group.

-As a former member of a group filing consolidated income tax returns with DSP Group, we could be liable
for federal income taxes of DSP Group and other members of the consolidated group, including taxes, if any,
incurred by DSP Group on the distribution of our stock to the stockholders of DSP Group. DSP Group has agreed
to indemnify us against these taxes, other than taxes for which we have agreed to indemnify DSP Group pursuant
to the terms of the tax indemnification and allocation agreement and separation agreement we entered into with
DSP Group. -

Our historical financial information may not be representative of our results as a separate company.

Ceva’s historical consolidated financial statements have been carved out from the consolidated financial
statements of DSP Group using the historical results of operations and historical bases of the assets and liabilities
of the DSP cores licensing business. Accordingly, the historical financial information we have included in this
prospectus does not necessarily reflect what our financial position, results of operations and cash flows would
have been had this business operated as a separate, stand-alone entity during the periods presented. DSP Group
did not account for us, and we did not operate, as a separate, stand-alone entity for the periods presented. Our
costs and expenses include allocations from DSP Group for centralized corporate services and infrastructure
costs, including accounting and legal, research and development, sales and marketing, and general administration
costs. These allocations have been determined on bases that we and DSP Group consider to reasonably reflect the
utilization of services provided to us or the benefit we received. In addition, because the Ceva financial
statements included herein relate to a period ending several months prior to the separation of the DSP cores
licensing business from DSP Group, the balances of assets and liabilities transferred in the separation will be
subject to change between the date of the financial statements and the separation. '
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_ The historical financial information for Ceva and Parthus presented herein is not necessarily indicative of
what our results of operations, financial position and cash flows will be in the future. We have not made
adjustments to either company’s historical financial information to reflect the significant changes in the cost
structure, funding and operations which will result from the separation of the DSP cores licensing business from
DSP Group and the combination with Parthus, potentially including increased costs associated with reduced
economies of scale, increased marketing expenses related to building our brand and increased costs associated
with being a stand-alone, publicly traded company. If our actual results differ significantly from these estimates,
our stock price could be harmed. <

Some of our directors and executive officers may have conflicts of interest because of their ownership of
DSP Group’s common stock.

Some of our directors and executive officers, including Eliyahu Ayalon, the Chairman of our board of
directors and who will remain as Chairman of the board of directors of. DSP Group, Gideon Wertheizer, our
Executive Vice President—Business Development and Chief Technology Officer, Issachar Ohana, our Vice
President and General Manager of the DSP Intellectual Property Licensing Division and Bat-Sheva Ovadia, our
Chief Scientist—DSP Technologies, will continue to hold a significant number of shares of DSP Group’s
common stock and options to purchase shares of DSP Group’s common stock. Ownership of DSP Group’s
common stock by certain of our directors and executive officers after our separation from DSP Group could
create, or appear to create, conflicts of interest when they are faced with decisions that could have different
implications for DSP Group and us. - '

With respect to Eliyahu Ayalon, the Chairman of our board of directors, to limit conflicts of interest and the
appearance of conflicts, Delaware corporate law provides that transactions between a corporation and interested
directors can be voided by the corporation if the interested director’s vote is counted for approval of the
transaction unless there is either (i) disclosure of the conflict to the board and the transaction is approved by a
majority of the disinterested directors, or (ii) there is disclosure to the stockholders of the transaction who then
approve the transaction, or (iii) a court determines, in the event the transaction is challenged, that the transaction
is fair to the corporation. Accordingly, any transaction between DSP Group -and ParthusCeva considered by the
board of directors will be subject to these requirements.

RISKS RELATING TO THE DISTRIBUTION

We have agreed to indemnify DSP Group if certain of our actlons or Parthus actions cause the
distribution to be taxable to DSP Group.

DSP Group has received a private letter ruling from the U S. Internal Revenue Serv1ce to-the effect that
among other things, the distribution of our stock to the DSP Group stockholders will be tax-free under Section
355 of the Internal Revenue Code of 1986, as amended, and that the receipt of shares of our common stock in the
distribution will not result in the recognition of income, gain or loss to stockholders of DSP' Group for federal
income tax purposes, except with respect to cash received in lieu of fractional shares. The continuing validity of
this ruling is subject to factual representations and assumptions made in the private letter ruling request. We are
not currently aware of any facts or circumstances which would cause these representations and assumpt10ns to be
untrue.

Notwithstanding the receipt of this private letter ruling, if we and/or DSP Group engage in certain activities,
the distribution may become taxable to DSP Group and possibly to its stockholders. For example, it is possible
that even a small issuance of our capital stock, when combined with the 49.9% of our capital stock issued to
shareholders of Parthus in the combination, may cause the distribution to be taxable.

The separation agreement generally provides that we will not issue capital stock or take other specified
actions during the one-year period following the distribution, or liquidate, dispose of, discontinue or take similar
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actions with respect to the DSP cores licensing business during the two-year period following the distribution,
unless either DSP Group consents to the action, or we receive a supplemental ruling from the Internal Revenue
Service or an opinion of tax counsel satisfactory to DSP Group providing that the action will not cause the
distribution to be taxable to either DSP Group or to its stockholders.

If we make such an issuance or take any other prohibited actions without complying with the terms of the
separation agreement, we will be required to indemnify DSP Group for any resulting tax liability.

We also have agreed to indemnify DSP Group for any tax liability of DSP Group to the extent that the
liability results from the inaccuracy of any factual information provided or representation made by Parthus, or by
us after the distribution, in the application for rulings filed with the Internal Revenue Service or in connection
with any tax opinion regarding the separation and distribution. S

If the distribution were rendered taxable to DSP Group and its stockholders, then:

» corporate-level taxable gain would be recognized by DSP Group in an amount equal to the difference
" between the market value of the Ceva’s common stock at the time of distribution to the DSP Group
stockholders and DSP Grioup’s basis in that stock (and the tax would be determined by multiplying such
geiin by DSP Group’s net effective tax rate at the time of the distribution (currently approximately
38%)); and

¢ each holder of DSP Group’s common stock who received shares of our common stock in the distribution
would be treated as having received a dividend taxable as ordinary income in an amount equal to the fair
market value of our common stock received (assuming that DSP Group had sufficient current or
accumulated “earnings and profits”). Dividends paid to holders that are U.S. corporations may be
eligible for the dividends received deduction. For certain holders of DSP Group common stock —
mainly non-U.S. stockholders — the dividend may be subject to withholding at a rate of 30%, or less if
there is a lower rate under an applicable treaty. To the extent the distribution exceeds a DSP Group
stockholder’s ratable portion of the current or accumulated earnings and profits of DSP Group, such
distribution would be a non-taxable return of capital to the extent of the basis in such stockholder’s DSP
Group common stock, and capital gain (if the DSP Group common stock is held by the stockholder as a
‘capital asset) to the extent the amount distributed exceeds such basis.

This discussion is not intended to be a complete analysis or description of all potential tax consequences of
the distribution under U.S. federal income tax law if the distribution were rendered taxable to DSP Group and its
stockholders, and does not address state, local or foreign tax laws. In addition, stockholders may be subject to
special treatment under U.S. federal income tax law as a result of their individual circumstances. Accordingly, all
stockholders should consult their own tax advisers concerning the tax effects to them of the distribution.

The distribution could adversely affect the aggregate value of an existing' investment in DSP Group’s
common stock.

Following the separation and distribution, the value of our common stock and DSP Group’s common stock
will not necessarily be related. The combined value of our common stock and DSP Group’s common stock after
‘the separation and distribution may be less than the trading price of DSP Group’s common stock immediately
before the separation and distribution. As a result of the separation and distribution, the trading price range of
DSP Group’s common stock may be lower than the trading price range of DSP Group’s common stock
immediately before the separation and distribution.
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RISKS RELATING TO THE COMBINATION OF PARTHUS AND CEVA

You should not consider any particular information in this prospectus, in published news reports, or any
published financial targets, without carefully evaluating the risks and other information contained in this
prospectus.

During April and July 2002, articles appeared in the Irish and the U.K. press regarding the combination,
including statements that ParthusCeva’s target for revenues in 2003 is approximately $75-$80 million with
targeted profits between $17-$18 million. These stories also noted that the combined company’s current strategic
goal is to achieve operating margins of approximately 20% in 2003. You should be aware that these targets are
forward looking statements that are necessarily speculative in nature and it can be anticipated that one or more of
the estimates or assumptions upon which the published projections were based will not materialize, or will vary
significantly from actual results, and that these variances will likely increase over time. In addition, the financial
and business targets appearing or reflected in these articles were based on information available in April 2002,
and have not been updated for any subsequently available information, including the continued worldwide slow-
down in the semiconductor ‘industry and significant depression in share equity values. In light of these
subsequent developments, we currently do not endorse such targets and note that our actual results will vary from

“such targets, and those variations are hkely to be materlal

A number of factors could impair our ability to successfully integrate the businesses df Parthus and Ceva,
and thereby harm the combined company’s business, financial condition and operating results.

We must integrate the operations of Ceva and Parthus, each of which has previously operated independently
of the other. We cannot assure you that we will be able to successfully integrate these businesses in a timely and
efficient manner, if at all. To integrate operations, we will need to focus on a number of key tasks, including:

* retaining and integrating management, engineering and other key employees of each of Ceva and Parthus;

*s  retaining existing customers, suppliers, distributors, licensees, vendors and others that have hlstorlcally
done busmess with Ceva or Parthus;

. mtegratmg sales efforts so that customers can do business easﬂy with the combmed company, and
'+ preventing delays in ongoing research and development activities to permit efficient time-to-market
introductions and time-to-volume production for acquired products and new technologies.
We may face difficulties in effecting the successful integration of these businesses, including the following:

¢ impairment and/or loss of relationships with employees, customers, suppliers, distributors, licensees,
vendors and others that have historically done business with Ceva or Parthus;

"+ adverse financial results associated with integration of the two businesses, including unanticipated
expenses related to the integration and deployment of acquired technologies; and

*  disruption of our business and distraction of our management.

In addition, the anticipated bernefits of the combination may not be realized because, among other reasons:

* ParthusCeva’s technology may not be as robust as expected or may not achieve the expected
performance, features or product yield;

» ParthusCeva’s intellectual property, including its patent portfolio, may not be as valuable as.expected;
and

*  the value of the combination may not be accretive.

We may not succeed in addressmg these risks. Further, we cannot assure you that our growth rate w111 equal
the historical growth rates experienced by Ceva or Parthus.
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The integration of Parthus and Ceva, as well as any future acquisitions or strategic investments, could
interrupt our business and our financial condition could be harmed.

The integration of Parthus and. Ceva and any future acquisitions or strategic investments may entail
numerous risks, including the following:

« difficulties integrating acquired operations, personnel, technologies or products;
* diversion of management’s focus from our core business concerns;

* write-offs related to acquired assets, including write-offs related to 1mpa1rrnent of goodw1ll and other
“intangible assets; and

» dilution to existing stockholders and earnings per share.

Any such difficulties encountered as a result of the integration of Parthus and Ceva or any future
acquisitions or strategic investments could adversely afféct our business, operating results and "fi'nancial
condition. In July 2001, the Financial Accounting Standards Board is‘sued_ Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intangible Assets,” which requires that goodwill and intangible assets
with indefinite useful lives no longer be amortized, but instead be tested for impairment annually, 6r more
frequently when events or circumstances occur indicating that goodwill might be impaired. If we determine
through the impairment review process that goodwill has been impaired, we will record the impairment charge in
our statement of operations. Any future write-off of goodwill or intangible assets could be significant and would
likely have an adverse impact on our reported operating results. As a result the market price of ParthusCeva 8
common stock could be significantly and adversely affected.

In connection with the combination, we expect to write off substantial acqulred in-process research and
development, which may adversely affect our stock price.

The amount of excess cost attributable to in-process research and development of Parthus is estimated to be
approximately $16.5 million. This in-process research and development was not considered to have reached
technological feasibility and had no alternative or future use and, in accordance with generally accepted
accounting principles, the value of such in-process research and development will be expensed by ParthusCeva.
This amount will be recorded as part of ParthusCeva’s research and development expense in the fiscal quarter
during which the combination is consummated. This write-off will reduce ParthusCeva’s net income, negatively
impact ParthusCeva’s results of operations and reduce ParthusCeva’s earnings per share for that fiscal quarter
As a result, ParthusCeva’s stock price could be significantly and adversely affected.

Employee uncertainty related to the combmatlon could harm the combmed company

Former Ceva and Parthus employees may experience uncertainty about the1r future roles with the combined
company until or after strategies for ParthusCeva are implemented and may terminate their respective employment
relationships as a result of the combination. In addition, we may streamline our operations to achieve cost savings or
in response to general economic conditions. We cannot assure you that any such efforts will be properly tailored or
will achieve the cost savings and other benefits we want. Employee uncertainty may adversely affect our ability to
_ attract and retain employees necessary to implement our strategies and may disrupt our operations.

RISKS RELATING TO THE PARTHUSCEVA BUSINESS
We may not be successful in licensing integrated, system-level solutions.

We intend to offer our application-level IP platforms built around our DSP cores, as well as to continue to
offer our DSP cores and IP platforms on a stand-alone basis, as Ceva and Parthus, respectively, have done in the
past. We have no experience in offering DSP cores and IP platforms as an integrated solution, and may not be
successful in obtaining licensees for these integrated solutions. Any hcenses for these mtegrated solutions may be
on terms less favorable than we currently anticipate. :
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‘We - may. be required to invest substantial resources, including to support additional sales and marketing
efforts and to fund additional research and development expenditures, to attract customers and improve the
technologles for our integrated solutions. We cannot assure you that any increased expenditure related to the
offering of our integrated solutions will generate a corresponding return for our business.

We rely 31gn1ﬁcantly on revenue derived from a small number of licensees and customers and the success

_of the products they introduce, and our business and results of operations may be materially harmed if we
do not continue to obtain agreements with new customers or expand our relationships with existing and
former customers. -

We expect that a limited number of licensees and customers will account for a substantial portion of our
revenues in any period. For example, two DSP core licensees generated more than 58% of Ceva’s revenues in the
second quarter of 2002 with revenues from one licensee accounting for 35%. Similarly, 68%, 39% and 31% of
Parthus’ annual revenues in 1999, 2000 and 2001, respectively, were derived from a single customer,
STMicroelectronics. We expect to continue to derive a significant portion of our revenue from a small number of
hcensees and customers in the future.

. Moreover, we ant1c1pate that we. will depend upon new license agreements and purchase orders to generate
revenues for future quarters because, historically, Ceva’s license agreements have not generally provided for
substantial ongoing license payments, although they may provide for royalties based on product shipments.
Therefore, significant portions of our anticipated future revenue will likely depend upon our success in attracting
new customers or expanding our relationships with existing and former customers. Qur ab111ty to attract new
customers and expand our relationships with existing and former customers will depend on a variety of factors,
including the performance, quality, breadth and depth of our current and future products. Our failure to obtain
agreements with these customers will impede our future revenue growth.

In addition, our unit royalties from licenses are totally dependent upon the success of our licenseées in
introducing products incorporating our technology and the success of those products in the marketplace. If we do
not retain our current licensees and customers and continue to attract new licensees and: customers, our business

- may be harmed.

Our quarterly operating results will fluctuate due to a variety of factors and are not a meaningful
indicator of future quarterly performance. :

The operating results of each of Ceva’s DSP cores licensing business and Parthus’ IP platforms licensing
business have fluctuated from quarter to quarter in the past, and our operating results as a combined company
may continue to do so in the future. As a result, it is possible that in some quarters, ParthusCeva’s operating
results could be below the expectations of securities analysts and investors, which could cause our stock prlce to
fall. Factors that may affect.our results of operations in the future include, among other things:

' » ' timely introduction, demand and market acceptance of new or enhanced products;

*  new product announcements and introductions by competitors; '

» supply constraints for and changes in the cost of components incorporated in our products;

* timing and volume of orders and production; B

+ gain orloss of significant customers, licensees, distributors and suppliers; and

‘s changes in our pricing policies and those of our competitors and suppliers.

Parthus is currently implementing a reduction in workforce in connection with the streamhnmg of two
product lines. The reduction in workforce and realignment of resources is expected to result in the incurrence of a
one off restructuring charge during Parthus’ third quarter of fiscal 2002 in the region of US$3 mﬂhon However,
there can be no assurance that the restructuring charge will not exceed that amount.

- ParthusCeva’s operating results will also be affected by general economic and other conditions affecting the
timing of customer orders and capital spending. Unfavorable general economic conditions have harmed Ceva’s
DSP cores licensing business and Parthus’ IP platforms hcensmg business in the past and may continue to harm
our business in the future. ’ : :
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Seasonal trends may cause our.quarterly operating results to fluctuate, which may adversely affect the
market price of our common stock. :

Historically, there have been seasonal variations in the operating results of our DSP cores licensing
business. Typically this business has generated more licensing revenues in the last quarter of the fiscal year,
which we believe may be due to our licensees’ desire to exhaust their year-end budgets, as well as prepare for the
next year’s new design trends. These seasonal trends may cause ParthusCeva’s operating results to fluctuate,
which may have an adverse effect on our stock price. :

We depend on market acceptance of third-party semiconductor intellectual property

In recent years, both the manufacturing processes and the complexity of semiconductor- ChlpS have advanced
significantly, requiring chip manufacturers to-either devote the substantial resources required to develop all of the
components found in many of today’s complex chips, or outsource some of these functions to third parties. Due
to a lack of qualified personnel, many semiconductor designers and manufacturers are increasingly licensing
from third parties proven re-useable intellectual property components, such as DSP cores, general purpose
processors, memory technologies and logic blocks. Our programmable DSP technology is part of a relatively
young and evolving market for third-party semiconductor intellectual property (SIP). Our future growth will
depend on the level of acceptance by the market of this intellectual property concept and the variety of
intellectual property offerings available on the market, which to a large extent are not in our control. If the
market shifts and third-party SIP is no longer desired by our customers, our business, results of operatlons and
ﬂnanc1a1 condition couid be materially harmed.

Since we do not sell our products directly to end users, we depend on the success of our llcensees to
promote our solutions in the marketplace

We - 11cense our technology primarily to semiconductor companies, such as STM1croe1ectron1cs Texas
Instruments and National Semiconductor, who then incorporate our technology into the products. they sell or
incorporate our intellectual property with technology from other sources to produce components that they sell.
We rely to a large extent on manufacturers and designers of application-specific integrated circuits (ASICS) and
application-specific standard products (ASSPs) to add value to our licensed DSP cores by providing complete
SmartCores-based programmable DSP solutions to meet the specific application needs of system OEMs. We
believe that our licensee network is. essential to improving our brand name recognition, bringing more rapid
acceptance of our.architectures and platforms and ensuring that there are multiple, reliable sources of products
incorporating our technologies available at competitive prices. We cannot assure you that we will be able to
maintain our current relationships or establish new relationships with additional licensees, and any failure by us
to do so could have a material adverse effect on our business. Existing and potential licensees are not
contractually obligated to use our architecture and some of them design and develop processors based on
competing architectures, including their own, and others may do so in the future. None of our current
semiconductor mamifacturer customers ‘is obligated to license new or future generations of our technology
designs. In addition, because we do not control the business practices of our customers, we do not influence the
degree to which they promote our technology or set the prices at which they sell products incorporating our
technology to consumer product manufacturers. We cannot assure you that our licensees will devote satisfactory
efforts to promote our solutions which is important to our business and future growth.

We also depend significéntly on system OEMs to adopt our solutions and on their success in selling
products containing our technology.

Although we have licensed directly to system OEMs in the past, these companies typically purchase chips or
components containing our technology from our semiconductor manufacturing licensees. As system OEMs are
the creators of many of the final products containing our technology, our success is substantially dependent upon
the adoption and continued use of chips containing our technology by system OEMs. We face numerous risks
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" because of this fact, including the potential difficulties in persuading large system OEMs to rely on our
technology for their critical components, rather than developing the technology themselves or relying on
competing products of more established companies with greater resources and name recognition than we have. In
addition, we might face difficulties in persuading users of our technologies to bear certain development costs
associated with adopting our technologies and to make other necessary investments to produce embedded
processors using our technologies, and of electronic product manufacturers to incorporate our technologies into
their products. We depend on electronic product manufacturers to incorporate our technology in their products,
and any failure by them to do so or to successfully sell their products to end users could substantially limit our
revenue growth.

We also face substantial risks which are beyond our control that influence the success or failure of our
existing or potential system OEM customers, including the competition they face and the market acceptance of
their products; their engineering, marketing and management capabilities and the technical challenges unrelated
to our technology that they face in developing their products; and their financial and other resources. The failure
of one or more of the system OEMs using our technology may have a material adverse effect on our business,
results of operations and financial condition. '

If we are unable to meet the changmg needs of our end-users or address evolving market demands, our
business may be harmed.

The markets for programmable DSP cores and IP platforms are characterized by rapidly changing
technology, emerging markets and new and developing end-user needs, requiring significant expenditure for
research and development. Qur future success will depend on our ability to develop enhancements to and new
generations of our IP platforms and our SmartCores family of DSP cores, DSP based sub-systems and related
development tools to address the requirements of specific product applications, and to introduce these new
technologies in a timely manner. Our success will further depend upon our ability to successfully identify,
anticipate and respond to technological changes in hardware, software and architecture, and the needs associated
with emerging markets within our field. We cannot assure you that we will be able to introduce systems and
solutions that reflect prevailing industry standards on a timely basis, to meet the specific technical requirements
of our end-users or to avoid significant losses due to rapid decreases in market prices of our products and our
failure to do so may serlously harm our business.

To remain competitive, we must be able to meet our needs for substantlal capital, and financing from
other sources may not be avallable on favorable terms, if at all.

We behevc that success in our markets requires substantial cap1tal in order to maintain the ﬂex1b111ty to take
advantage of opportunities as they arise and to fund our anticipated combined research and development needs.
Our capital requirements may vary greatly from quarter to quarter, depending on, among other things, capital
expenditures, fluctuations in our operating results, financing activities, acquisitions and investments and receipt
of receivables. In the past, capital needs for our DSP cores licensing business have been satisfied by DSP Group.
However, as a result of the separation of the DSP cores licensing business from DSP Group, DSP Group will no
longer provide funds to finance our working capital or other cash requirements. We believe that the existing
resources of Ceva. and:Parthus; including existing cash and cash equivalents, and anticipated cash flows from
operations, will be adequate to meet the combined company’s projected working capital, capital expenditure and
research and development requirements for at least the next 12 months. However, we may need to raise funds
sooner if, among other things, we acquire additional businesses, products or technologies. We cannot assure you
that additional. financing will be available on commercially reasonable terms, if at all, which may prevent
ParthusCeva from taking advantage of available opportunities. To the extent that existing resources and
anticipated cash flows are not adequate for the combined company’s operational and other cash needs, our
operating results and financial position could be harmed. If additional funds were raised through the issuance of
equity securities, your percentage ownership in ParthusCeva would be reduced. Moreover, our ability to raise
funds using equity securities may be limited because the separation agreement provides that we will not issue
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capital stock or take certain other actions during the one-year period following the distribution unless either DSP
Group consents to the action or we receive a supplemental ruling from the Internal Revenue Service or an
‘opinion of tax counsel satisfactory to DSP Group to the effect that the action will not cause the distribution to be
taxable to either DSP Group or its stockholders. If we were to issue equity securities without fulfilling these
conditions, we would be required to indemnify DSP Group if such issuance causes the distribution to be taxable
to DSP Group. Similarly, future debt financings could involve restrictive covenants that may limit our ability to
manage and grow our business. s

We depend on a limited number of key personnel who would be difficult to replace. If we lose the services
of these individuals or cannot hire additional qualified personnel, our business will be harmed.

The success of ParthusCeva will depend to a significant extent upon our key employees and senior
management. The loss of the service of these employees could materially harm us. We believe that the future
success of ParthusCeva will depend in large part upon our ability to attract and retain highly skilled technical,

- managerial and marketing personnel. Competition for skilled employees.in these fields is intense. We cannot
assure you that we will be successful in attracting and retaining the required personnel. In addition, we cannot
assure you that the Ceva and Parthus management teams who became part of our company as a result of the
separation and the combination, or their respective employees, will remain employed by ParthusCeva, or 1f they
remain employed, will successfully work together to build our business.

The continued growth and success of ParthusCeva will also depend on the managerial and technical skills of
key technical, sales and management personnel, whose knowledge of our business and industry would be
difficult to replace. In addition, although Ceva employees have executed agreements containing non-competition
provisions, the enforceability of these provisions in Israel has been questioned and we cannot assure you that a
court would enforce the terms of these provisions. Because of these facts, our employees could join competitors.
If any of the members of ParthusCeva’s senior management team, including Kevin Fielding, Gideon Wertheizer
or Eoin Gilley, are unable or unwilling to continue in ParthusCeva’s employ, our results of operatlons could-be
materially harmed. - :

ParthusCeva’s success will also depend on our ability to manage our expanding and geographlcally
dispersed operations successfully.

Any expansion of our operations in the near future is likely to place a significant strain on our existing
managerial resources and may require us to retain additional management personnel. Expansion may also require
us to implement additional operating and financial controls, improve coordination among engineering and
finance functions, and hire additional personnel. As part of this process, we would need to install additional
reporting and management information systems for production monitoring and financial reporting. To the extent
we are unable to attract additional management personnel in a timely fashion, or lose the services of our ex1st1ng
management personnel, our operating results and financial position could be harmed. :

Although ParthusCeva will be headquartered in San Jose, California, most of our executives will be based in
Dublin, Ireland and Herzeliya, Israel and most of our employees will be based in Dublin. Accordingly, our ability
to compete successfully will depend in part on the ability of a limited number of key executives located in
geographically dispersed offices to integrate management, address the needs of ParthusCeva’s customers and
-respond to changes in our markets. If we are unable to effectively manage our remote operations, our business
may be harmed. » . .

We may seek to expand our husiness through acquisitions that could result in dlversmn of resources and
extra expenses, which could disrupt our business and harm our financial condition.

We may pursue acquisitions of businesses, products and technologies, or establish joint venture
arrangements in the future that. could expand our business. The negotiation of potential acquisitions or joint
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ventures, as well as the integration of acquired or jointly developed businesses, technologies or products could
cause diversion of management’s time and our resoutces. Future. acqmsrtlons could result in:

+ potential dilutive issuances of equlty securities;
¢ the incurrence of debt and contingent liabilities;

-« - amortization of intangibles and impairment of goodwill;
e research and development write-offs; and ' .

“+  other acquisition-related expenses.

~ Acquired businesses or joint ventures may not be successfully integrated with our operations. If any acquisition
or joint venture were to occur, ParthusCeva may not receive the intended benefits of the acquisition or joint venture.
If future acquisitions or joint ventures disrupt our operations, or if we have difficulty integrating the businesses or
technologies we acquire, our business, financial condition and results of operations could suffer.

ParthusCeva may not be able to adequately protect its intellectual property.

ParthusCeva’s success and ability to compete will depend in. large part upon protecting our proprietary
technologies. We will rely on a combination of patent, copyright, trademark, trade secret, mask work and other
intellectual property rights, confidentiality procedures and licensing arrangements to establish and protect our
proprietary rights. These agreements and measures may not be sufficient to protect our technology from third-
party infringement, or to protect us from the claims of others, As a result, we face risks associated with our patent
position, including the potential need to engage in significant legal proceedings to enforce our patents, the
possibility that the validity or enforceability of our patents may be denied, the possibility that third parties will be
able to compete against us without infringing our patents and the possibility that our products may mfrmge patent
rights of third parties.

- As part of their confidentiality procedures, both Ceva’s DSP cores licensing business and Parthus’ IP
platforms licensing business generally have entered into non-disclosure agreements with their employees,
consultants and corporate partners and have attempted to control access to and distribution of their technologies,
documentation and other proprietary information. We plan to continue these procedures.. Despite these
procedures, third parties could copy or otherwise obtain and make unauthorized use of our technologies or
independently develop similar technologies. The steps Parthus and Ceva have taken and that ParthusCeva may
take in the future may not prevent misappropriation of our solations or technologies, particularly in foreign
countries where laws or law enforcement practices may not protect our proprietary rights as.fully as in the United
States.

Effective protectlon of 1nte11ectua] property rights may be unavailable or limited, both in the United States
and in foreign countries. Patent protection throughout the world is generally established on a country-by-country
_basis. Ceva and Parthus have applied for patent protection for some of their technologies both inside the
United States and in various countries outside the United States. However, we .cannot assure you that pending
patents that are being transferred and assigned to ParthusCeva will issue or that the issued patents will be valid or
enforceable. We cannot assure you that the protection of our proprietary rights will be adequate or that our
competitors will not independently develop similar technologies, duplicate our services or design around any
patents or other intellectual property rights we hold. ‘ :

Our tradenames or trademarks may be registered or utilized by third parties in countries other than those in
which we have registered them, impairing our ability to enter and compete in these markets. In the United States,
the trademark SmartCore has been registered by an unrelated company. While we have successfully. co-existed
with this other trademark holder, we cannot assure you that this state of affairs will continue. If we were forced to
change any of our brand names, we could lose a significant amount of our brand equity.
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If we fail to protect our intellectual property rights and proprietary technologies adequately, if there are
changes in applicable laws that are adverse to our interests, or if we become involved in litigation relating to our
intellectual property rights and proprietary technologies or relating to the intellectual property rights of others,
our business, results of operations and financial condition could be harmed.

Our business will suffer if we are sued for infringement of the intellectual property rights of third partles
or if we cannot obtain licenses to these rights on commercially acceptable terms.

Although neither DSP Group (with respect to the DSP cores licensing business) nor Parthus was involved in
any material litigation regarding its respective intellectual property prior to the combination, we will be subject to
the risk of adverse claims and litigation alleging infringement of the intellectual property rights of others in the
future. Many participants in the semiconductor intellectual property industry have an increasing number of patents
and patent applications and have frequently demonstrated a readiness to pursue litigation based on allegations of
patent and other intellectual property infringement. Qur products rely on technology that could be the subject of
existing patents or patent applications of third parties. There are a large number of patents held by others, including
our competitors, pertaining to the broad areas in which we are active. We have not, and cannot reasonably,
investigate all such patents. From time to time, we have become aware of patents in our technology areas and have’
sought legal counsel regarding the Vailidity of such patents and their impact on how we operate our business, and we
will continue to seek such.counsel when appropriate in the future. Third parties may assert infringement claims in
the future with respect to our current or future products. These claims may require us to enter into license
arrangements or result in protracted and costly litigation, regardless of the merits of these claims.

Any necessary licenses may not be available or, if available, may not- be obtainable on commercially
reasonable terms. If we cannot obtain necessary licenses on commercially reasonable terms; we may be forced to
stop licensing our techriology, and our business would be seriously harmed: For additional discussion of our
intellectual property and proprietary rights, see “Business-—Proprietary Rights.” :

In any potential dispute involving our patents or other intellectual property, our licensees could also become
the target of litigation. Some of our license agreements require us to provide technical support and information to
a licensee who is subject to litigation. involving the use of our technology. We are also generally bound to
indemnify many of our licensees under the terms of their license agreements, particularly with respect to our IP
platforms licensing business, and we may agree to indemnify others in the future. We could incur substantial
expenses for these support and indemnification obligations. In addition to the time and expense required for us to
supply support or indemnification to these licensees, their development, marketing and sales of products
incorporating our technology -could be severely disrupted or shut down as a result of litigation, which in turn
could have a material adverse effect on our business, financial condition -and results of operations.

The industries in which we license our technologies are experiencing a challenging period of slow growth
and have experienced and will continue to experience other cyclical effects whlch may negatlvely impact
our operating results and busmess.

The primary customers for our products are semiconductor design and manufacturing companies, system
OEMs and electronic equipment manufacturers, particularly.in the telecommunications field. These industries are
highly cyclical and have been subject to significant economic downturns at various times. These downturns are
characterized by production overcapacity -and reduced revenues, which at.times may, if the downturn is
sufficiently prolonged or severe, encourage semiconductor companies ‘or electronic product manufacturers to
reduce their expenditure on our technology. During 2001, the semiconductor industry as a whole experienced the
most severe contraction in its history, with total semiconductor sales worldwide declining by more than 30%,
according to the Semiconductor Industry Association. The market for semiconductors used in mobile
communications was particularly hard hit, with. the overall decline in sales worldwide estimated by Gartner
Dataquest to have been well above 30%. If the market does not recover by the third quarter of 2002, our business
could be materially and adversely affected. In addition, economic problems in certain regions have harmed and
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may continue to negatively affect our business. For.example, in' recent: years certain Asian countries -have
experienced significant economic difficulties, including currency devaluation and instability, business failures
and a depressed business environment. These difficulties triggered a significant downturn in the semiconductor
market, resulting in reduced budgets for our solutions which, in turn; negatively impacted our Asian activity. Our
business is harmed when capital and research and development budgets of our current and potential customers
are curtailed. o

The slow growth of the telecommunication and semiconductor -industries has resulted and may continue to
result in the reduction of capital and research and development budgets or the delay of product introduction, both
of which have resulted and may continue to result in a reduction-in demand for our products. Our success
depends on increasing demand for products that use our technology. In particular, in 2001, more than 56% of
Ceva’s sales of DSP cores were to chip manufacturers whose products are incorporated in or are being developed
for use in digital cellular telephones. Recently there has been a downturn in the cellular handset industry. As a
result, the growth rate of sales by our customers and potential customers has slowed significantly. Demand for
other products that incorporate our DSP cores, such as MP3 devices, hard disk drives and voice over packet
network services, has also weakened. For example, Ceva’s total revenues decreased by 35% for the second
quarter of 2002 as compared to the second quarter of 2001 as a result of the global economic slowdown which
inhibited Ceva’s ability to obtain new licensees. Continued weakening demand for digital cellular telephone and
these other products will adversely affect our ability to maintain-our current growth rate, and could harm our
financial results. o : : : ‘

Our failure to detect unknown defects could materlally harm our relationship with customers, reputation
and business. :

Designs as complex as those we offer frequently contain undetected errors. Despite testing, errors may occur
in existing or new designs, which could result in loss of ‘revenu'e( or market share, failure to achieve market
acceptance, diversion of development resources, injury to our reputation, indemnification- claims, litigation,
increased insurance costs and increased service costs, any of which could materially harm our business.
Furthermore,- we often provide implementation, customization, consulting and other technical services in
connection: with our IP. In addition, since we typically de not control the manufacturing of products containing
our technology, which are made in many different foundries chosen by our licensees, we may be blamed for their
manufacturing defects. Our inability to meet customer expectations in-a timely manner could also result in a loss
of or delay in revenue, loss of market share, failure to achieve market acceptance, injury to our reputation,
litigation and increased costs which could harm our results of operations and financial condition.

Because customers rely on our DSP core designs and IP platforms as a central part of their applications,
errors in our products might discourage customers from purchasing our products. These érrors could also result
in product liability or warranty claims. Although we attempt to reduce the ‘risk of losses resulting from these
-claims through warranty disclaimers and liability limitation clauses in our license .agreements,.these contractual
provisions may not be enforceable or sufficient in every instance. Furthermore, although we maintain errors and
omissions insurance, this insurance-coverage may not adequately cover these claims. If a court refused to enforce
the liability-limiting provisions of our agreements for any reason, or if liabilities arose that were not contractually
limited or adequately covered by insurance, our business could be materially harmed o o

'

We have a very lengthy sales cycle, which increases the likelihood that our quarterly revenue will fluctuate
and which may, in turn, adversely affect the market price of our common stock.

Our lengthy sales cycle may also cause our revenue and operating results to vary unpredictably from period
to period. The period of time between our initial contact with a potential customer and the receipt of a request for
a quote on an intellectual property license is generally at least six months, and the time from such a request to a
binding contract is generally at least another four to six months. Due to the complexity of our technology and of
the legal framework in which our industry operates, we must devote a substantial amount of time to negotiating
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the terms of our licensing arrangements with our customers. In addition, customers perform, and require us to
perform, extensive process and product evaluation and testing before entering into purchase or licensing
arrangements. Even after we enter into an agreement and provide a final product to a customer in the form of
silicon or intellectual property, we expect that it will be at least six months more before the customer begins to
sell its products incorporating our technology, and therefore -even longer before we begin to receive royalty
income.

Many of the milestones along the sales cycle for our IP platforms business are beyond our control and
difficult to predict. This fact makes it more difficult to forecast our quarterly results and can cause substantial
variations in operating results from quarter to quarter that are unrelated to the long-term trends in our business.
This lack of predictability and vanablhty in our results could harm our stock price and could 31gn1ﬁcantly affect
it in particular periods. :

The markets in which we operate are hlghly competitive, and as a result we could experience a loss of
sales, lower prices and lower revenue.

The markets for the products in which our technology is used are highly competitive. Aggressive
competition could result in substantial declines in the prices that we are able to charge for our intellectual
- property. It could also cause our existing customers to move their orders to our competitors. Many. of our
competitors are large companies that have significantly greater financial and other resources than.we have. As a
result, they may be able more quickly and effectively to:

* ' respond.-to new technologies or technical standards;
* react to changing customer requirements and expectations;
“« devote needed resources to the development, production, promotion and sale of products; or

* deliver competitive products at lower prices.

In addition, we may face increased competition from smaller, niché semiconductor design companies in the
future. Some of our customers may also decide to satisfy their needs through in-house design and production. We
compete on the basis of price, product quality, design cycle time, reliability, performance, customer support,
name recognition and reputation and financial strength. Our inability to compete effectively on these bases could
have a material adverse effect on our business, results of operations and financial condmon

Terrorist attacks and threats or actual war may negatively impact all aspects of ParthusCeva’s operations,
revenues, costs and stock prlce. '

Recent terrorist attacks in the United States, as well as any future events occurring in response to or in
connection with them, including, without limitation, future terrorist attacks against United States targets, rumors or
threats of war, actual conflicts involving the United States or its allies or military or trade disruptions impacting
our domestic or foreign suppliers, may substantially negatively impact our operations. Any of these events could
cause consumer confidence and spending to decrease or result in increased volatility in the United States and
worldwide financial markets and economy. They also could result in economic recession in the United States or
abroad. Any of these occurrences could have a significant impact on our operating results, revenues and costs.
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RISKS RELATING TO THE DSP CORES LICENSING BUSINESS -~

Our DSP cores licensing business depends on OEMs and their suppliers to obtain required complementary
components.

Some of the raw materials, components and subassemblies included in the products manufactured by our
OEM customers, which also incorporate our DSP cores products, are obtained from a limited group of suppliers.
Supply disruptions, shortages or termination of any of these sources could have an adverse effect on the business
and results of operations of our DSP cores licensing business due to the (delay or dlscontmuance of orders for our
products by customers until those necessary components are available.

The future growth of our DSP cores llcensmg business depends in part on our ability to hcense to system
OEMs and small-to-medium-sized semiconductor companies directly.

Historically our DSP cores licensing business has derived a substantial portion of its revenue in any period
from license fees from a relatively small number of licenses. Because of the high license fees we currently
_charge, only large semiconductor companies or vertically integrated system OEMs typically license our DSP
core technologies. Part of our current growth strategy for our DSP cores licensing business is to broaden its client
base by offering tailored packages to small- and medium-sized semiconductor companies and other system
OEMs to enable them to license our DSP core technology. We plan to expand the sales and marketing
ofganization of our DSP cores licensing business for this purpose. We cannot assure you that we will be
successful in expanding this marketing and sales organization for this purpose and in promoting its products to
system OEMs and small- to medium-sized semiconductor companies. If we are unable to effectively develop and
market its intellectual property through this model, our DSP cores licensing business revenues will continue to be
dependent on a smaller number of licensees and the failure to secure these types of relationships could harm our
business and results of operations.

The success of our DSP cores licensing business depends on its ability to compete successfully with other
providers of DSP solutions.

The market for programmable DSP solutions is highly competitive and is dominated by large, fully
integrated semiconductor companies that have significant brand recognition, a large installed base of customers
and a large network of field support and field application engineers. We and the companies that license our
technology from us compete with companies such as 3DSP, BOPS, LSI Logic and StarCore, a venture formed by
Infineon, Agere and Motorola, which license DSP cores, and companies such as Analog Devices, Agere,
Motorola, and Texas Instruments, which sell their own complete general purpose DSP or application specific
DSP solutions. Our DSP cores licensing business faces competition also from some of its strategic partners,
which are not committed exclusively to our technology and may develop products competing with our DSP cores
products or products based on architectures of our direct competltors ‘

As demand for programrnable DSP solutions increases, large manufacturers of off-the-shelf chips and
system manufacturers may make their intellectual property available to others, and developers of
microprocessors, microcontrollers or other processors may devote more resources to create DSP extensions to
their products. It is also possible that new competitors or alliances among competitors could emerge: For
example, Infineon, Agere and Motorola formed a venture to develop and market DSP technologies used in
communications systems, wireless phones and consumer electronic products. These ex1st1ng or future alliances
could rap1dly acqu1re 51gn1f1cant ‘market share in our markets.

We cannot assure you that our DSP cores licensing business will be able to compete successfully against
current or future competitors; or that we will be able to improve or even maintain our competitive position or that
our new products will achieve market acceptance. If our DSP cores licensing business is unable to maintain its
competitive position in the marketplace, .its business, results of operatlons and financial condition may be
harmed. -
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Our DSP cores licensing business may need to increase its research and development efforts to remain
ompetltlve

The DSP cores market is expenencmg extensive efforts by some of our competltors to use new technologres
to manipulate their chip designs to increase the parallel processing of the chips and/or designs they offer. For
example, one such technology used is Very Long Instruction Word (VLIW), of which some of our competitors
possess elements, but which we do not possess at the present time. If such technology continues to improve the
programming processing of these chips, or if other niew technologies are demanded by our customers, we may
need to change the focus of our research and developirient to obtain such technologies. Failure to do so could hurt
our ability to remain competitive and could have an adverse effect on our results of operations. Our DSP cores
licensing business spent $1.6 million, or 34% of its total revenues, on research and development in the second
quarter of 2002 and $5.1 million, or 20% of its total revenues, in 2001, on research and development and we
~expect to continue to invest heavily in this area. However, we cannot assure you that these past or future
expenditures will result in new and enhanced products or such products will be accepted in the market.

" RISKS RELATING TO OUR IP PLATFORMS LICENSING BUSINESS

We utilize third-party foundries to produce the chips we sell, and any failure by them to deliver the chips
we require on time could limit our ability to satisfy our customers’ demands. :

Our business strategy calls for revenue from the sale of silicon chips embodying our intellectual property to
comprise an increasing percentage of the total revenue of our IP platforms licensing business over the next two
years, We currently utilize third party foundries to produce chips using our deéigns. Any interruption in our
relationship with these third party foundries could harm our ability to develop this part of our business profitably.
We do not have the ability to produce chips independently and thus depend on these foundries to:

+ allocate a portion of their manufacturing capacity to our needs;
 _-produce acceptable quality silicon wafers and chips with acceptable manufacturing yields; and

» deliver chips on a timely basis at a competitive price.

RISKS RELATING TO PARTHUSCEVA’S INTERNATIONAL OPERATIONS
Potential political, economic and mlhtary mstablllty in Israel may adversely affect our results of
operations.

Some of our principal research and development facilities are located in the State of Israel. In addition,
although we are incorporated in Delaware, some of our directors and executive officers are residents of Israel.
Although substantially all of our sales currently are being made to customers-outside Israel, we are nonetheless
directly influenced by the political, economic and military conditions affecting Israel. Any major hostilities
involving Israel, or the: interruption or curtailment of trade between Israel and its present trading partners could
significantly harm our business, operating results and financial condition. .

Israel’s economy has been subject to numerous destabilizing factors, including a period of rampant inflation in the
early to mid-1980’s, low foreign exchange reserves, fluctuations in world commodity prices, military conflicts and
civil unrest. In addition, Isracl and companies doing business with Israel have been the subject of an economic boycott
by the Arab countries since Israel’s establishment. Although they have not done so to date, these restrictive laws and
policies may have an adverse impact on our operating results, financial condition or expansion of our business.

Since the establishment of the State of Israel in 1948, a state of hostility- has existed, varying in degree and
intensity, between Israel and the- Arab countries. Although Israel has entered into various agreements with certain Arab
countries and the Palestinian Authority, and various declarations have been signed in connection with efforts to resolve
some of the economic and political problems in the Middle East, hostilities between Israel and some of its Arab
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neighbors have recently escalated and intensified. We cannot predict whether or in what manner these conflicts will be
resolved. Our results of operations may be negatively affected by the obligation of key personnel to perform military
service. In addition, certain of our officers and employees are currently obligated to perform annual reserve duty in the
Israel Defense Forces and are subject to being called for active military duty at any time. Although we have operated
effectively under these requirements since our inception, we cannot predict the effect of these obligations on the
company in the future. Our operations could be disrupted by the absence, for a significant penod of one or more of our
officers or key employees due to military service.

The Israeli tax benefits and government program that we currently receive or participate in require us to
meet several conditions and may be terminated or reduced in the future, which could increase our costs.

We were assigned certain tax benefits in Israel from DSP Group, particularly as a result of the “Approved
Enterprise” status of our facilities and programs. To maintain our eligibility for these tax benefits, we must
continue to meet certain conditions, relating principally to adherence to the investment program filed with the
Investment Center of the Israeli Ministry of Industry and Trade and to periodic reporting obligations. We believe
that we will be able to continue to meet such conditions. Should we fail to meet such conditions in the future,
however, these benefits would be cancelled and we would be subject to corporate tax in Israel at the standard rate
of 36%, and could be required to refund tax benefits already received. In addition, we cannot assure you that such
grants and tax benefits will be continued in the future at their current levels or otherwise. '

We also receive funding as part of our participation in Magnet research programs supported by the Office of
Chief Scientist operated by Israel’s Ministry of Industry and Trade. In the second quarter. of 2002, we received
$318,000 in grants to us from these programs. In the years 2001 and 2000, we recorded $542,000 and $578,000,
respectively, in grants to us from these programs. All of these grants are non-refundable.

The termination or reduction of certain programs and tax benefits (particularly benefits available to us as a
result of the Approved Enterprise status of our facilities and programs) or a requirement to refund tax benefits
already received may seriously harm our business, operating results and financial condition.

The corporate tax rate applicable to our IP platforms licensing‘bdsiness may increase, which could
adversely impact our cash flow, financial condition and results of operations.

We have significant operations in the Republic of Ireland and a substantial portion of the taxable income on our
IP platforms licensing business has historically been generated there. Currently, some of our Irish subsidiaries are taxed
at rates substantially lower than U.S. tax rates. Although there is no expectation of any changes to Irish tax law, if our
Irish subsidiaries were no longer to qualify for these lower tax rates or if the applicable tax laws were rescinded or
changed; our operating results could be materially adversely affected. In addition, because the IP platforms licensing
business will be owned by subsidiaries of a U.S. corporation, distributions to the U.S. corporation, and in certain
circumstances undistributed income of the subsidiaries, may be subject to U.S. tax. Moreover, if U.S. or other foreign
tax authorities were to change applicable tax laws or successfully challenge the manner in which our subsidiaries’
profits are currently recognized, our overall taxes could increase, and our business, cash flow, ﬁnanc1a1 condition and
results of operations could be materially adversely affected.

Our results of operations may be affected by currency fluctuations.

Due to our multinational operations, our business is subject to fluctuations based upon changes in the exchange rates
between the U.S. dollar, British pound, the euro and new Isracli shekels, the currencies in which we collect revenues or
pay expenses. Part of our expenses in Israel are paid in Israeli currency, which subjects us to the risks of foreign currency
fluctuations and to economic pressures resulting from Israel’s general rate of inflation. Additionally, some of our revenues
and part of our expenses in Dublin, Ireland are paid in euros, which subjects us to similar risks with respect to the
European economies. While a significant part of our sales and expenses are denominated in United States dollars, a
portion of our expenses are denominated in new Israeli shekels and the euro. As a result, an increase in the value of Israeli
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shekels and/or the euro in comparison to the United States dollar could increase the cost of our technology development,
research and development expenses and general and administrative' expenses. We cannot assure you that currency
fluctuations, changes in the rate of inflation between these regions and the U.S. or any of the other factors mentioned
above will not have a material adverse effect on our business, financial condition and results of operations. From time to
time, we may use derivative instruments in order to minimize the effects of such developments. Our hedging positions
may be partial, may not exist at all in the future or may not succeed to: minimize our foreign currency fluctuation risks.
Our reporting currency will be the U.S. dollar and, therefore, fluctuations in the exchange rate between the U.S. dollar and
other currencies in which we transact business may cause fluctuations in our reported financial information.

beeign courts might not enforce judgments rendered in the United Stétes,,which may make it difficult to.
collect on judgments rendered against us.

Most of our directors and officers, as well as the experts named in this prospectus, are not residents of the
United States, and most of our assets and their assets are located outside the United States. Service of process
upon our non-U.S. resident directors, officers or the experts named herein and the enforcement of judgments
obtained in the United States against us, our directors and executive officers, or the experts named herein, may be
difficult to obtain.

There is also doubt as to the enforceability in Ireland and in Israel of judgments obtained in any federal or
state court in the United States in civil and commercial matters, including actions predicated upon the civil
liability provisions of the U.S. securities laws. The United States does not currently have a treaty with the
Republic of Ireland and/or Tsrael providing for the reciprocal recognition and enforcement of judgments, other
than arbitration awards, in civil and commercial matters. Therefore, a final judgment for the payment of a fixed
debt or sum of money rendered by any federal or state court in the United States based on civil liability, whether
or not based solely upon the U.S. federal securities laws, would not antomatically be enforceable in the Republic
of Ireland or in Israel. In addition, there is doubt as to whether an Irish or an Israeli court would impose civil
liability based solely on the U.S. federal securities laws in an action brought in a court of competent jurisdiction
in the Republic of Ireland or in Israel. '

RISKS RELATING TO HOLDING PARTHUSCEVA COMMON STOCK
AND TO PARTHUSCEVA BECOMING A PUBLIC COMPANY

Our securities have no prior market, and we cannot assure you that our stock price will not decline.

There has not been a public market for our common stock, and an active public market for our common
stock may not develop or be sustained. The market price of our common stock could be subject to significant
fluctuations. Among the factors that could affect the stock price are:

* negative market reaction to the separation of the DSP cores licensing business from DSP Group;
* negative market reaction to the combination of Parthus and Ceva;
» quarterly variations in our operating results;
* changes in revenue or earnings estimates or publication of research reports-by analysts;
* speculation in the press or investment community; '
* strategic actions by us or our competitors, such as acquisitions or restructurings;
* actions by institutional stockholders; '
* general market conditions; or B
"+ domestic and international economic factors unrelated to our performance.
In particular, the realization of any of the risks described above could have a significant and adverse effect

on the market price of our common stock. We cannot. assure you that you will be able to resell your shares of our
common stock at any particular price, or at all.
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Substantial sales of our common stock may occur in connection with the distribution and combination,
which could cause our stock price to decline.

DSP Group is distributing all of the shares of our common stock it holds to DSP Group’s stockholders. In
addition, we are issuing new shares to all of the former Parthus shareholders as part of the combination. Other
than shares held by certain of our insiders and “affiliates” and former Parthus “affiliates”. under applicable
securities laws, substantially all of these shares will be eligible for immediate resale in the public market. We are
unable to predict whether significant amounts of common stock will be sold in the open market following the
distribution and combination. We are also unable to predict whether a sufficient number of buyers will be in the
market at that time. Any sales of substantial amounts of common stock in the public market, or the perception
that such sales might occur, whether as a result of the distribution or otherwise, could harm the market price of
our common stock.

Market prices of technology companies have been highly volatile and the market for our common stock
may be volatile as well. !

The stock market has experienced significant price and trading volume fluctuations, and the market prices of
shares of technology companies generally have been extremely volatile and have recently experienced sharp
declines. Broad market fluctuations may adversely affect the trading price of our common stock regardless of our
actual performance. In the past, following periods of volatility in the market price of a public company’s
securities, securities class action litigation has often been instituted against that company. Such litigation could
result in substantial costs and a diversion of management’s attention and resources.

. The anti-takeover provisions in our charter documents and in Delaware law could prevent or-delay
transactions that our stockholders may favor.

- QOur certificate of incorporation and bylaws contain provisions which could make it harder for a third party
to acquire us without the consent of our board of directors. For example, if a potential acquirer were to make a
lostile bid for us, the acquirer would not be able to call a special meeting of stockholders to remove our board of
directors or act by written consent without a meeting. The acquirer would also be required to provide advance
notice of its proposal to remove directors at an annual meeting. In addition, our board of directors will be
authorized to issue preferred stock in series, with the terms of each series to be fixed by the board of directors.

Section 203 of the General Corporation Law of the State of Delaware limits business combination
transactions with 15% stockholders that have not been approved by the board of directors. These provisions and
other similar provisions make it more difficult for a third party to acquire us without negotiation. These
provisions may apply even if the offer may be considered beneficial by some stockholders.

Our board of directors could choose not to negotiate with an acquirer that it did not feel was in the strategic
interests of ParthusCeva. If the acquirer were discouraged from offering to acquire us or prevented from
successfully completing a hostile acquisition by the anti-takeover measures, you could lose the opportumty to sell
your shares at a favorable price. .

Our ability to pay dividends is llmlted

We currently intend to retain all future earnings to.fund the development and growth of our business and,
therefore, do not anticipate paying any dividends. Section 170 of the General Corporation Law of the State of
'Delaware‘ provides that we can pay dividends only out of surplus or net profits for the fiscal year in which the
dividend is declared and/or the preceding fiscal year. In addition, because our Israeli subsidiary received certain
benefits under Israeli laws relating to its Approved Enterprise status, the payment of dividends by our Israeli
subsidiary to us may subject us to certain Israeli taxes to which we would not otherwise be subject. For additional
information regarding our dividend policy, please see “Dividend Policy” and “Description of Capital Stock.”
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SEPARATION OF DSP CORES LICENSING BUSINESS FROM DSP GROUP

Overview

In October 2000, DSP Group announced its plan to establish Ceva, one of its wholly-owned subsidiaries, as
an independent business focused on the licensing of technology for the design and manufacture of DSP cores.
- The separation of the DSP cores licensing business from DSP Group, including the transfer of related assets,
liabilities and intellectual property rights, was substantially completed on , 2002. DSP Group distributed
its shares of Ceva’s common stock to the' DSP Group stockholders.on , 2002,

Benefits of the Separation

We believe that we will realize benefits from the separation of the DSP cores licensing business from DSP
Group, including the following:

Greater Strategic Focus. DSP Group. designs, manufactures and markets DSP integrated circuit
devices for highly-integrated digital cordless phones, Internet telephony devices and other digital speech
products. Our focus for the DSP cores licensing business will be on developing businesses and strategic
opportunities in the licensing of technology to third parties for the manufacturing of these products. Our
separation from DSP Group and the subsequent combination with Parthus will allow the board of
directors, management team and employees of the combined company to focus specifically on our
business and strategic opportunities. As a combined entity, we will have a greater ability to modify our
business processes and organization to fulfill our goals with respect to enhanced research and
development and the creation of targeted markets and sales and support infrastructures that better
accommodate the needs of our business, customers and employees.

Greater Management Focus. As a stand-alone, independent company, our management can devote
time and energy exclusively to our business. Our business requires a significant amount of executive
attention at the sales and marketing level because license agreements are typically not finalized without
the involvement of a sophisticated negotiator. The separation will enable our management team to focus
on the licensing business without the distractions of the competing needs of DSP Group’s business.

Avoid Conflicts of Interest. As a licensor of intellectual property, we can make our technology
accessible to all potential users. Qur relationship with DSP Group raised competitive considerations for
both DSP Group and potential customers of the products of the DSP cores licensing business, including
direct competitors of DSP Group. We believe our separation from DSP Group will enable us to enter
into license.agreements with direct competitors of DSP Group, to offer more competitive agreements to
potential customers, and to enter into mergers, joint ventures and technology development relanonshlps
as the opportunities present themselves.

Better Incentives for Employees and Greater Accountability. We expect the motivation of our
employees and the focus of our management will be strengthened by incentive compensation programs
tied to the market performance of our common stock. Our separation from DSP Group and combination
with Parthus will enable us to offer our employees compensation directly linked to the performance of
our business, which we expect to enhance our ability to attract and retain qualified personnel.

Increased Speed and Responsiveness. As a stand-alone company, we expect to be able to make
decisions more quickly, deploy resources more rapidly and efficiently and operate with more agility
than we could as a part of a more diverse organization. In addition, we expect to enhance our
responsiveness to the needs of our customers and partners.

Direct Access to Capital Markets. As a separate company, we will have direct access to the capital
markets to finance our operational and financial requ1rements including growth through acquisitions.
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Arrangements Between Ceva and DSP Group

We have provided below a summary description of the separation agreement along with the other key
agreements. The following description is a summary of the material terms of these agreements. =

Separation Agreement

The separation agreement contains the key provisions relatmg to our separatlon from DSP Group and DSP
Group’s distribution of our shares to its stockholders

The Separation. The separation of the DSP cores licensing business from DSP Group, including the
transfer of related assets, liabilities and intellectual property rights, was substantially completed immediately
prior to' the consummation of Ceva's combination with Parthus. The separation agreement provides for the
transfer to Ceva of assets and liabilities from DSP Group related to the DSP cores licensing business as described
in this prospectus in exchange for. the issuance by Ceva to DSP Group, of 1,000 shares of Ceva’s common stock,
effective on the separation date. Further, in accordance with the separation agreement, DSP Group’s Israeli
sub51d1ary, DSP Group, Ltd., transferred to DSP Group all of the share capital of Corage, Ltd., an Israeli
company, which DSP Group then contributed to Ceva. Ceva subsequently contributed all of the Corage, Ltd.
share capital to DSP Ceva, Inc., its wholly-owned subsidiary, and upon the closing of the combmatlon DSP
~ Ceva, Inc. changed its name to DSP ParthusCeva, Inc. and Corage, Ltd. changed its name to ParthusCeva, Ltd.

Following the separation, ParthusCeva, Ltd. is a. wholly-owned subsidiary of DSP ParthusCeva, Inc. After its
contribution of assets to Ceva, DSP Group surrendered shares of Ceva’s common stock it held to Ceva without
consideration, to adjust the number of shares of Ceva’s common stock held by DSP Group, and then distributed
the-remaining shares of Ceva common stock it held to the DSP Group stockholders on the basis of one share of
Ceva common stock for every three shares of DSP Group common stock held by such stockholders on the record
date for the distribution. Ceva then acquired Parthus pursuant to a scheme of arrangement.

- In connection with the separation, one share of Ceva common stock was distributed for.every three shares of
the DSP Group common stock outstanding (approximately 27 million shares in the aggregate), resulting in an
aggregate of approximately-9 million shares of Ceva common stock being distributed to DSP Group stockholders
on- the distribution date. Since the number of shares distributed to the former Parthus shareholders was
approximately 49.9% of the total outstanding shares, following the combination, ParthusCeva had approximately
18 million shares of its common stock outstanding. Since there was no public market for Ceva’s common stock
prior to the combination, thé decision to distribute one share of Ceva common stock for every three shares of
DSP Group common stock held by DSP Group stockholders on the distribution date was determined through
negotiations between DSP Group and Parthus. The parties had previously considered distributing one share of
Ceva common stock for every two shares of DSP Group common stock outstanding, which would have resulted
in ParthusCeva having a total of 27 million shares outstanding immediatély following the combination. In
determining the final distribution ratio, the parties assumed that the market capitalization of ParthusCeva would
not be affected by the number of shares of ParthusCeva COmfnon stock outstanding. The pm‘ties. agreed that it
would be preferable from a market trading price perspective to have an approximately 50% 'greater per share
value resulting from a total of 18 million shares of ParthusCeva common stock outstanding, rather than the per
share value if 27 million shares had been distributed in the separation and combination, and therefore revised the
ratio accordingly. See “Combination with Parthus Technologies plc.”

The various ancillary agreements that are exhibits to the ‘separation agreement (or forms thereof mutually
agreed upon by the parties) and which detail the separation and various interim and ongoing:relationships among
DSP Group, its subsidiaries, Ceva and its subsidiaries following the separation date include: ‘

» atechnology transfer agreement whereby DSP Group transfers and/or assigns certain technology, ‘third
party licenses and other contracts to Ceva; :
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» atechnology transfer assignment and assumption agreement whereby Ceva transfers and/or assigns the
technology, as well as its rights under the transfer agreement, to DSP Ceva, Inc.;

* atechnology transfer agreement whereby DSP Group, Ltd. transfers and/or assigns certain technology,
third party licenses and other contracts to Corage, Ltd.;

* atransition services agreement among DSP Group, DSP Ceva, Inc. and Ceva;
* atransition services agreement between DSP Group, Ltd. and Corage, Ltd.; and

* atax indemnification and allocation agreement between DSP Group and Ceva.

To the extent that the terms of any of these ancillary agreements conflict with the separation agreement, the
terms of these agreements will govern. These agreements are described more fully below.

The Contribution. As part of the assets contributed to Ceva in the separation, DSP Group also contributed
to Ceva a total of the sum of $40 million as initial working capital plus cash equal to the amount by which the
transaction costs of the separatlon and combination exceeded $2 million. In addition, as part of the separation and
distribution pursuant to the terms of the separation agreement, Ceva agreed with DSP Group to settle the
intercompany investment account between them by (i) converting part of DSP Group’s investment account in
Ceva (consisting of the value of the property, equipment and inventory) into Ceva’s stockholders’ equ1ty, (ii)
allowing DSP Group to retain all rights to Ceva’s accounts Teceivable existing on the. date of the separation, and
(ii1) havmg DSP Group retain certain of Ceva’s current liabilities existing on the date of separanon such that the
settlement arrangement resulted in the net amount of assets retained by DSP Group to equal the amount of the
intercompany account on the date of separation (as of June 30, 2002, approximately $8.7 nnlhon)

The Distribution.  After the contribution of the assets related to the DSP cores licensmg business discussed
above, DSP Group surrendered shares of Ceva’s common stock it held to Ceva without consideration, to adjust
the number of shares of Ceva’s commeon stock held by DSP Group, and then distributed the remaining shares of
Ceva’s common stock it held to the DSP Group stockholders on the basis of one share of Ceva common stock for
every three shares of DSP Group common stock held by such stockholders on the record date for the distribution.
DSP Group did not issue any fractional shares in the distribution. Instead, fractional shares were aggregated and
sold on the market on the first day after the consummation of the separation and combination, or as soon as
possible thereafter, and each DSP Group stockholder entitled to a fraction of a ParthusCeva share received cash
in lieu of such fraction in an amount equal to their portion of the amount received for the shares sold, net of
commissions.

In connection with the distribution, the payment of cash in lieu of a fractional share of Ceva common stock
will be treated for U.S. federal income tax purposes as if the fractional share had been distributed as part of the
separation and then had been sold by the DSP Group stockholder. Accordingly, a DSP Group stockholder will
recognize gain or.loss on the. sale of such fractional share in an amount equal to the difference between the cash
_ received by that stockholder and the basis the stockholder has in the fractional share. If the Ceva common stock
is-held by the stockholder as a capital asset, the gain or loss generally will be capital gain or loss. Certain of the
DSP .Group stockholders—primarily non-U.S. shareholders not engaged in a trade or business-in the United
States—may not be subject to U.S. taxation with respect to the sale of a fraptibnal share.

Representations, Warranties, Covenants and Indemnification Regarding the Distribution.

The separation agreement contains representations and warranties from DSP Group and Ceva as to the
accuracy of facts and representations made by DSP Group, Ceva and Parthus in connection with the tax rulings
issued by the Internal Revenue Service in connection with the separation, distribution and combination. Under
the separation agreement, we have agreed that:

(2) during the two-year period immediately following completion of the distribution, we will not:

¢ liquidate or dispose of all or a substantial portion of the “active trade or business” as deﬁned in the
separation agreement; ‘
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» discontinue the conduct of our “active trade or business”; or:

*  except in accordance with the provisions of the separation agreement, dispose of any. business or assets
that would cause us to be operated in a manner inconsistent in any .material respect with the business
purposes of the distribution as set forth in the representation letter sent to, and the tax rulings issued by,
the Internal Revenue Service in connection with the separation and distribution; and

~(b) during the one-year period immediately following completion of the distribution, we will not, except in

accordance with the terms of the separation agreement, directly or indirectly, enter into any agreement,
understanding, arrangement or substant1a1 negotiations regardlng a proposed acquisition transactxon (as that
term is defined in the separation agreement);

unless (1) the IRS has ruled that such action or transaction is not pursuant to a plan or series of transaction related
to the distribution, (2) DSP Group expressly consents in writing to the action or transaction, which consent may
be withheld by DSP Group in its sole discretion taking into account solely the preservation of the tax-free
treatment of the distribution, or (3) we obtain a supplemental ruling from the Internal Revenue Service or a tax
opinion from a nationally recognized law firm or accounting firm reasonably acceptable to DSP Group that the
action will not adversely affect the tax-free status of the distribution. In addition, we have represented and
warranted that any factual information presented or representations made by Parthus (or by us after the
distribution) in the application for supplemental rulings or any. supplement to this application filed with_ the
Internal Revenue Service regarding the separation, distribution and combination are true, correct and complete.

Under the terms of the separation agreement, we have agreed to indemnify DSP Group and its affiliates for
any tax liability incurred by DSP Group or such affiliates with respect to the distribution as a result of our breach
of any of our representation, warranties or covenants made in the separation agreement or in any representation
letter issued by us after the combination with respect to the tax matters listed in the separation agreement,

In the event that the Internal Revenue Service subsequently determines that DSP Group’s distribution of
Ceva’s common stock to its stockholders is not a tax-free transaction as to DSP Group, DSP Group will
recognize a corporate-level taxable gain in an amount equal to the difference between the market value of the
Ceva’s common stock at the time of distribution to the DSP Group stockholders and DSP Group’s basis in that
stock (and its tax owed would be determined by multiplying this gain by DSP Group’s net effective tax rate at the
time of the distribution (currently approximately 38%)).

These rights and obligations shall survive until 30 days following the expiration of the applicable statute of
limitations. There are no lmutatlons on the rights and obligations relating to the amount of any claim for
indemnification.

In addition, each 6f the parties has agreed to indemnify the other with respect to:

* the failure to pay, perform or discharge any liabilities for which it is responsible under the separatlon
agreement

» the breach by it or any of its affiliates of ‘the terms of the separauon agreement and the anc111ary
agreements associated with the separation agreement; and

* the breach by it or any of its affiliates of any of the covenants or obligations in the combination
" agreement or any other documents or instruments executed or delivered by that party-in connection with
* the separation, distribution and combination. These rights and obligations shall survive until the second
anniversary following the distribution date. The amount of any claims for indemnification will be
reduced by the amount of any insurance proceeds. There are no other limitations on the rights and
obligations relating to the amount of any claim for indemnification.

The limitations on the issuance of shares of our capital stock and other restrictions discussed above could
have a negative impact on our financial flexibility following the distribution.
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Dispute Resolution. If problems arise between the parties to the separation agreement, the parties have
agreed to the followmg procedures:

» the parties will make a good-faith effort to first resolve the dlspute through negotiation;

*  in connection w1th these attempts to resolve the dispute, the parties may agree to attempt to resolve the
dispute through non- bmdmg mediation; and ,

« after certain events occur as described in the separation agreement, the parties can resort to binding
arbitration. In addition, under limited circumstances-any party actmg in good faith may 1n1t1ate litigation
in‘lieu of complying with the arbitration provisions of the separation agreement

Noncompetition and Nonsolicitation.  Subject to the restrictions and rights set forth in the technology
transfer agreements, DSP Group has agreed that for a period of five years from the distribution date, DSP Group
will not, and will ensure that affiliates of DSP Group will not, directly or indirectly engage in any business which
is competmve with the DSP cores licensing business. Furtheimore, we have agreed that, subject to the
restrictions and rights set forth in the technology transfer agreements, for a period of five years from the
dlStI‘lbllthIl date, we will not, and will ensure that our affiliates will not, directly or indirectly engage in
de51gmng, manufacturing and marketing high performance digital signal processor-based integrated circuit
dev1ces for integrated digital cordless phones and voice-over broadband products. This restriction does not,
however, prevent us from licensing our products to third parties who use them to make these or similar products.
In addition, except in accordance with the terms of the agreement, for three years after the distribution date, the
parties each agree that they will not solicit for hire any employee of the other party. :

‘ Expenses. Each party to the separation agreement will bear its own respective third mey fees, costs and
expenses paid or incurred in connection with the transactions contemplated thereby. '

Ceva Technology Transfer Agreement

. ~Asset Transfer- and Assumpnon of Lzabzlmes The Ceva technology transfer agreement identifies the
assets, including but not limited to intellectual property, that DSP Group transferred to us and the liabilities that
we assumed from DSP Group in the separation in exchange for the issuance by us to DSP Group of shares of our
common stock. The agreement also describes when and how these transfers and assumptions occurred.

Retention of Certain Rights. Notwithstanding the assignment and assumption, DSP Group reserves for
itself, its successors and assigns, the nonexclusive, royalty-free right to.use, make, modify, reproduce, sell,
import, prepare derivative works from, and sublicense (subject to certain restrictions) the intangible property
transferred by DSP Group to us, as such intangible property exists on the date of the transfer, solely in connection
with the design, manufacture, development, testing, use and sale or other distribution of its products. DSP Group
also retains the right to use our trademarks and logos in connection with the marketing and distribution of its
products.

DSP Ceva‘; Inc. Technology Transfer Agreement

The DSP Ceva, Inc. technology transfer, agreement implements the .transfer from us to our wholly-owned
subsidiary, DSP. Ceva, Inc., of the assets transferred by DSP Group to us and the assumption by DSP Ceva, Inc. of
liabilities assumed by us from DSP Group in the separation in exchange for the issuance by DSP Ceva, Inc. to us of
shares in its share capital. The agreement also describes when and how these transfers and assumptions occurred.

Corage, Ltd. Technology Transfer Agreenlent '

Asset Transfer and Assumption.of Liabilities. = The Corage, Ltd. technology transfer agreement identifies
the assets that DSP Group, Ltd., an Israeli subsidiary of DSP Group, transferred to Corage, Ltd.; our Israeli
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subsidiary, as well as the liabilities Corage, Ltd. assumed from DSP Group, Ltd. in the separation in exchange for
the issuance by Corage, Ltd. to DSP Group, Ltd. of shares in its share cap1ta1 The agreement also describes when
and how these transfers and assumptions occurred. . :

Retention of Certain Rights. Notwithstanding these assignments and assumptions, DSP Group, Ltd.
reserves; for itself and its successors and assigns, the nonexclusive, royalty-free right to use, make, modify,
reproduce, sell, import, prepare derivative works from, and sublicense (subject to certain restrictions). the
intangible property transferred by DSP Group, Ltd. to us as that intangible property exists on the date of the
transfer, solely in connection with the design, manufacture, development, testing, use and sale or other
distribution of its products. DSP Group, Ltd. also retains the right to use our trademarks and logos transferred to
Corage, Ltd. in connection with the marketing and distribution of DSP Group, Ltd.’s products.

ParthusCeva, as the owner of the intellectual property relating to the DSP cores licensing business, has the
exclusive right to bring actions against third parties for infringement of all intellectual property assigned to it.
ParthusCeva also has the right to grant licenses and sublicenses of this intellectual property, and to give.these
rights to others (subject only to DSP Group’s existing rights). As a licensee, DSP Group has only the rights
explicitly -granted to-it in the separation agreement and related documents, including the various technology
transfer agreements.. DSP Group is not able to engage in ParthusCeva’s business for a period of five years after
the separation, and after the non-competition period, DSP Group only has the right to grant sublicenses to the
intellectual property relating to the DSP cores licensing business as part of DSP Group’s products that offer
functions and features in addition to the DSP core functions. These agreements therefore prevent DSP Group
from granting the type of license Wthh ParthusCeva may grant to 1ts licensees or customers in its ordinary
course of busmess '

Ceva and DSP Group have transferred the assets used for sales made by our DSP cores' 11censmg business in
the United States to DSP Ceva, Inc. and for sales of our DSP cores licensing business made outside the United
States to Corage, Ltd. to take advantage of the favorable tax treatment.provided by this structure. Because
Corage, Ltd:’s assets remain outside the United States, income from its operations that are entitled to an
“approved enterprise” status are subject to advantageous tax rates in Israel, and are not currently subject to U.S.
taxation. In addition, in order for the separation of the DSP cores licensing business operated in Israel to obtain
the same tax free treatment following the combination under Israeli tax law that the separation of the DSP cores
licensing business operated in the U.S. received under U.S. tax law, it was necessary that, at the time of the
separation and combination, Corage Ltd. be owned by a wholly-owned subsidiary of Ceva; Inc: (or ParthusCeva,
Inc. after- the combination) rather than directly by Ceva, Inc. Were this not done, the ‘separation of Israeli
operations of the DSP cores licensing business would have still been tax free under U.S. law, but would have
been subject to Israeli taxes. See “Management’s Discussion and Analysis of Financial Condition.and Results of
Operations—lsraali Taxation and Investment Programs.”

Since both ParthusCeva and DSP Ceva, Inc. are United States corporatidns that will file a consolidated
federal income tax return, we do not anticipate that whether particular assets are held by one versus the other of
these two corporations will have U.S. federal income tax consequences. Also, as no assets or businesses subject
to U.S: federal income taxes are being transferred abroad and no Israeli-based assets or businesses that are not
currently stibject to.U.S. federal income taxes are being transferred into the United States,-no change in the
federal income tax treatment of the assets or busmesses involved in the separation and comb1nat1on is anticipated
as a result of those transacuons

Trahsition Services _Agréément Among DSP Group, DSP Ceva and Us

Services. The transition services agreement governs the provision of transition services by DSP Group. to
us and to DSP Ceva, Inc. after the separation date. DSP Group is obligated to provide certain general and
administrative services, including management and information services and network, hardware and software
maintenance and. support, to us and to DSP Ceva, Inc., and we and DSP Ceva Inc. are obhgated to pay DSP
Group an agreed amount.
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Term. The term of the transition services agreement commences on the date of the separation agreement -
and continues until such time as DSP Group is no longer required to provide any transition services. However,
we may terminate or limit the services to be provided by DSP Group at any time upon at least 60 days’ prior
notice.

-Use of Facilities. During the first year following the separation date, and for so long thereafter as the
parties agree, we and DSP Ceva will occupy and utilize portions of DSP Group’s facilities in Santa Clara,
California. We and DSP Ceva are obligated to pay an agreed amount to DSP Group for our respectlve pro rata
shares of the rent and other costs of occupying and operating these facilities.

Transition Services Agreement between DSP Group, Ltd. and Corage, Ltd.

Services. The transition services agreement governs the provision of transition services by DSP Group,
Ltd. and the subsidiaries of DSP Group, Inc., Nikon DSP K.K. and DSP Group Europe Sarl, to Corage, Ltd. after
the separation date. DSP Group, Ltd. is obligated to provide certain general and administrative services,
including management and information services and network, hardware and software maintenance and support,.
to Corage, Ltd., as Corage, Ltd. requires and requests. In addition, Nikon DSP K.K. and DSP Group Europe Sarl
are obligated to provide to Corage, Ltd. general and administrative services and management and information
services with respect to Ceva’s operations in Japan -and Europe. For research and development. services, Corage,
Ltd., is obligated to pay DSP Group, Ltd. for services provided at agreed upon rates. ‘

Term. The term of the transition services agreement commenced on the date of the separation agreement
and continues until such time as DSP Group, Ltd., Nikon DSP K.K. and DSP Group Europe Sarl are no longer
required to provide any transition services. However, Corage, Ltd. may terminate or limit any of the services
provided by DSP Group, Ltd., Nikon DSP K.X. or DSP Group Europe Sarl at any time upon at least 60 days
prior notice.

Although agreed in the context of arms-length negotiations between DSP Group and Parthus in connection
with the combination, the transition services agreements were entered into in the context of a parent-subsidiary
relationship with DSP Group. As a result, the prices charged to us under the transition services agreements may
be lower than the prices that we may be required to pay third parties for similar services or the costs of similar
services if we undertake them ourselves. If we fail to find replacements for these services after the expiration of
the term of the agreements, or if we are unable to replace them on terms as favorable as those provided in the
transition services agreements, our business, results of operations and financial condition could be harmed.

Tax Indemnification and Allocation Agreemenf

Ceva was included as part of DSP Group’s consolidated group for federal income tax purposes until the
separation date. In general, under the U.S. Internal Revenue Code, each member of a consolidated group is
jointly and severally liable for the federal income tax liability of each other member of the consolidated group.
Pursuant to arms-length negotiations between DSP Group and Parthus to allocate the responsibilities between us
and DSP Group for tax liabilities that may be asserted in the future, in addition to the indemnification provided in
the separation agreement, we have entered into a tax indemnification and allocation agreement with DSP Group
pursuant to which DSP Group will be liable for, and will indemnify us for, any federal income tax related to the
consolidated returns filed by it for all periods ending on or before the distribution date. Under that agreement, we
and DSP Group will each be liable for, and shall indemnify the other against, liability for our respective federal
income tax for subsequent periods after the distribution. In the case of income taxes other than federal income
taxes, the tax indemnification and allocation agreement provides for an allocation that is generally similar to the
-allocation of federal income taxes. Taxes other than income taxes are allocated based on the legal entity on which
* the legal incidence of the tax is imposed. '

In general, the separation agreement described above, rather than the tax indemnification and allocation
agreement, governs indemnification for any taxes due by reason of the distribution.
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Other Tax Matters

Our DSP cores licensing business operations have been granted Approved Enterprise status under Israeli
law under four separate investment plans which were assigned to us from DSP Group in the separation, and one
plan has been approved for our activities, thereby entitling us to enjoy certain program and tax benefits.

Voting Agreements

As a condition to the combination of Parthus and Ceva, our stockholders Eliyahu Ayalon, Kevin Fielding,
Brian Long, William McCabe, Peter McManamon, Sven-Christer Nilsson, Issachar Ohana, Michael Peirce, Joan
Scully, Gideon Wertheizer, Enterprise Ireland and Kelburn Limited each entered into individual voting
agreements with us on the following terms. These agreements, which cover approximately 18.2% of our
outstanding stock as of the date of the combination (plus any additional shares subsequently acquired by such
stockholders, including’ upon exercise of options), provide that each stockholder will vote all his or her
ParthusCeva shares for the ParthusCeva nominees to our board or directors and, with respect to all other matters
to be voted on by our stockholders, either in accordance with the recommendations of our board or directors or, if
the board of directors makes no recommendation, for or against such matters in the same proportion as the shares
owned by all other stockholders (excluding the stockholder who is the subject of the voting agreement and any
transferee or assignee Who is an affiliate of that stockholder). Each voting agreement terminates upon the earlier
of two years from the date of the agreement the sale of all or substantially all of our assets or a consolidation or
merger of ParthusCeva as a result of which our stockholders prior to such a consolidation or merger hold less
than 50% of the voting equity of the surviving or resulting entity, a liquidation, dissolution or winding up of our

" business operations, the execution by us of a general assignment for the benefit of creditors or the appointment of
a receiver or trustee to take possession of our property and assets. In the event that any of these stockholders
wishes to transfer any of their shares to a party or group who, after the transfer, will hold more than 3% of
ParthusCeva’s common stock, the transferee must also agree to be bound by the terms of this agreement.

Treatment of DSP Group Stock Options

On the dlstnbutlon date, each ‘outstanding optlon to purchase DSP Group’ s common stock granted prior to
thie dlstnbunon was adjusted as descnbed below :

On the distribution date, each DSP Group optioﬁ held by any person who will serve as an employee of
ParthusCeva following the separation was converted into two options: an option to purchase the same number of
shares of DSP Group’s common stock covered by the original DSP Group option (to the extent unexercised as of
the distribution date) and an option to purchase one share of ParthusCeva’s common stock for every three shares
of DSP Group’s common stock purchasable under the original DSP Group option (to the extent unexercised as of
the distribution date).

The exercise prices per share for each converted DSP Group option and ParthusCeva option were
established in a manner so that:

(i) the aggregate “intrinsic value” (which is the market value of the stock underlying the option, less
the exercise price of that option, multiplied by the number of shares then covered by that option) after the
distribution of the converted DSP Group option plus the intrinsic value of the new ParthusCeva option was
not greater than the intrinsic value of the original DSP Group option immediately prior to the distribution;

(ii) the ratio of the exercise price of the converted DSP Group option to the market value per share of
DSP Group’s common stock after the distribution was not lower than the ratio of the exercise price of the
original DSP Group option to the market value per share of DSP Group’s common stock immediately prior
to the distribution; and '

(iii) the ratio of the exercise price of the new ParthusCeva option to the market value per share of
ParthusCeva’s common stock after the distribution was not lower than the ratio of the exercise price of the
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original DSP Group option to the market value per share of DSP Group’s common stock immediately prior
to the distribution.

The determination of the exercise prices for each converted DSP Group optlon and ParthusCeva option was
made by DSP Group with the advice of its professional advisors.

The terms of each converted DSP Group option and each new ParthusCeva option (other than the exercise
price and the number of shares) are substantially similar to the original DSP Group option from which they were
converted. In the case of non-qualified stock options, if, and to the extent that, the vesting of any converted DSP
Group non-qualified stock option is subject to vesting based on the continuous employment of the option holder
with DSP Group or its subsidiaries, the vesting of the converted DSP Group non-qualified stock option is subject
to the same vesting schedule as the original DSP Group option and continuation of the holder’s employment with
either DSP Group or ParthusCeva or their respective subsidiaries, as the case may be, and giving credit for
continuous employment with DSP Group or ParthusCeva or their respective subsidiaries, prior to the distribution
date.

In the case of stock options intended to qualify under Section 422 of the U.S. Internal Revenue Code, if, and
to the extent that, the vesting of any converted DSP Group incentive stock option is subject to vesting based on the
continuous employment of the option holder with DSP Group or its subsidiaries, the vesting of the converted DSP
Group incentive stock option is subject to the same vesting schedule as the original DSP Group option and
continuation of the holder’s employment with DSP Group or its respective subsidiaries, and giving credit for
continuous employment with DSP Group or ParthusCeva or their respective subsidiaries, prior to the distribution
date. Axiy converted DSP Group incentive stock option held by an option holder who terminates employment with
DSP Group or its subsidiaries as of the distribution date will cease vesting and terminate on the forty-sixth day
following the distribution. DSP Group may amend DSP Group incentive stock options held by individuals who
will terminate employment with DSP Group as of the distribution to provide that the option will vest based on
continuation of the holder’s employment with ParthusCeva or their respective subsidiaries, as the case may be.

All of the ParthusCeva options issued in connection with the distribution are non-qualified stock options.
The vesting of each ParthusCeva option is subject to the same vesting schedule as the original DSP Group option
and continuation of the holder’s employment with either DSP Group or ParthusCeva or their respective
subsidiaries, as the case may be, with credit given for continuous employment with DSP Group or ParthusCeva
or their respective subsidiaries, prior to the distribution date. The ParthusCeva options granted with respect to
each original DSP Group option were issued under the Ceva 2000 Stock Incentive Plan.
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COMBINATION WITH PARTHUS TECHNOLOGIES PLC
OverView _ _

On , 2002, immediately after the separation described above, Parthus and Ceva effected a
combination of their businesses pursuant to the terms and conditions of a combination agreement, dated as of
April 4, 2002, as amended, by and among DSP Group, Ceva and ‘Parthus. As part of the combination, Ceva
immediately changed its name to ParthusCeva, Inc., and Parthus became a wholly owned subsidiary of
ParthusCeva. Pursuant to arms-length negotiations between DSP Group and Parthus and as set forth in the
Combination Agreement, immediately followmg the combination, the stockholders of DSP Group and the former

shareholders of Parthus owned appr0x1mately 50.1% and 49. 9% respectively, of the common stock of
ParthusCeva

Strateglc Ratlonale for the Combmatlon

"The combination of Ceva and Parthus brings together the expemse of a prov1der of DSP cores architectures
‘with the expertise of a supplier of complete platform-level IP solutions, which we believe strongly positions us to
become a leading supplier of open-standard IP solutions to the industry.

Historically, DSP Group, Ceva’s parent, has operated in two primary, but distinct, lines of business
addressing the DSP market. One involves the development and sale of semiconductor products and the other
involves the licensing of DSP core intellectual property for application in DSP processor chips, Increasingly, it
has become apparent to DSP Group’s management that these two lines of business generate limited synergy and
do not effectively complement each-other. In particular, the concurrent conduct of both lines of business has
placed difficult demands on corporate resources and management time, as well -as created- the risk of confusion
by targeted customers regarding the two lines of business.

DSP_ Group $ management therefore concluded that the centinued 'operation of both lines of business
impaired the opportunity to maximize the value of either line of business for DSP Group stockholders.
DSP Group’s management therefore decided to spin-off the DSP cores licensing business, thereby:

— permitting dedicated management to focus on that line of business;

— eliminating potential lack of focus and customer confusion with respect to the DSP Group product
business;

— presenting the opportunity for the DSP cores licensing business to obtain financing through third party
sources or strategic relationships; as well as

— offering targeted employment incentives through the creation of a separate equity incentive plan.

In October 2000, DSP Group announced its plan to establish Ceva, one of its wholly-owned subsidiaries, as
an independent business focused on the DSP- cores licensing business. It also began to evaluate the potential for
an initial public offering of Ceva's common stock to fund its expansion and continued operations. Towards that
end, DSP Group sought in November 2000 and obtained in September 2001 a private letter ruling from the
U.S. Internal Revenue Service regarding a proposed tax-free spin-off of the DSP cores licensing business.
The significant downturn in the initial public offering market during 2000, which continued in 2001, however,
led DSP Group’s management to conclude that a spin-off followed by an initial public offering was not, in the
then-current market environment, likely to generate a sufficient level of value for DSP Group stockholders.

Commencing in ‘S'eptember 2001, DSP Group’s management began efforts to identify a complementary
strategic partner for the DSP cores licensing business. DSP Group’s management identified Parthus as an
attractive strategic partner, and began discussions with Parthus management in January 2002 based on a belief
that the combined enterprise would address two critical components of the targeted market:

—  DSP cores, which provide the processing capability for digital electronic devices; and
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— platform applications that make DSP technology useful to manufacturers of digital electronic devices.

In addition, the combined enterprise would have the financial resources, the research and development
capabilities, and a market presence which would enhance its viability in a highly competitive environment.

The parties recognized in the negotiations regarding a proposed combination that, although Parthus had
substantially greater assets and revenue, Ceva had realized significant earnings during each of the past two years
and was expected to realize significant earnings in the current fiscal year. In contrast, Parthus incurred substantial
losses during each of the past two fiscal years and was expected to incur a loss during the current fiscal year. In
addition, the proposed combination would only be economically viable if the underlying spin-off of the DSP
cores licensing business remained tax free to DSP Group and its stockholders. To avoid taxation to DSP Group
under U.S. tax law, Section 355(e) of the U.S. Internal Revenue Code requires that DSP Group’s stockholders
own more than 50% of the combined entity. In light of the fact that the parties, for the reasons described above,
viewed the transaction as a merger of equals, they agreed that, taking into account the requirements of
Section 355(e), DSP Group’s stockholders should receive 50.1%, and former Parthus shareholders should receive
49.9%, of the equity of the combined enterprise.

Based upon negotiations between the managements of DSP Group and Parthus, during which negotiations
both managements took positions as to the theoretical market valuations of Ceva as compared to Parthus, the
parties settled on an assumption whereby the assumed market valuation of Parthus was approximately
$100 million greater than that of Ceva after giving effect to the spin-off, assuming that Ceva would not maintain
cash which would otherwise be needed to fund its ongoing operations and growth. The $100 million amount was
arrived at by the parties based on extensive negotiations between the parties, including between the Chief
Executive Officers of both companies. While both parties generated many arguments for higher valuations for
their respective companies during such negotiations, including arguments based on various strategic, operational,
financial, tax and other parameters, the actual assumption agreed upon was not based upon any specific argument
or set of financial analyses. Since Ceva would need $40 million in cash to maintain its ongoing operations and
growth, which was approximately equal to its after tax earnings from 1996 through 2001, in order to preserve the
equity ratios discussed above, DSP Group agreed to contribute $40 million as part of the assets contributed to
Ceva in the separation and Parthus agreed to effect a $60 million cash distribution, thereby:

— eliminating the disparity in value between the entities;
— providing adequate levels of working capital for the DSP cores licensing business; and

— providing a return of capital to Parthus shareholders.

The terms described above were negotiated by the management of DSP Group and Parthus, and approved by
their respective boards, taking into account their knowledge of the DSP cores licensing and IP platform
businesses and the DSP market, as well as advice from their respective financial, accounting and legal advisors.
However, in view of the lack of a public market for Ceva’s securities, the extreme volatility in the value of
technology stocks throughout 2002, and the uncertainties surrounding the semiconductor market, the assumptions
regarding the relative valuations of the two enterprises were of necessity estimates that are not susceptible to
precise quantification or certainty. :

Management and Operations

ParthusCeva is headquartered in San Jose, California, and has principal ofﬁces in Dublin, Ireland, and
Herzeliya, Israel. The board of directors of ParthusCeva is comprised of eight members, including five non-
employee directors. The management includes former executive officers of both Parthus and Ceva.

We -are incorporated under the laws of the State of Delaware. With respect to most of our subsidiaries, the
jurisdiction of incorporation relates to the principal location of corporate operations and assets and reflects the
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historically and geographlcally dispersed operatlons of ParthusCeva, principally in Ireland, Israel and the United
States. : '

Three of our Irish subsidiaries hold patents covering certain of our intellectual property that has been
developed in Ireland. Pursuant to Irish tax law, Irish companies that hold patents with respect to which the
development work underlying the patent was performed in Ireland are exempt from Irish corporate income tax.
The benefit to date has been nominal due to losses incurred by the Parthus group. In addition, Parthus Inc., a
Cayman Islands corporation, holds certain of our cash investments, currently amounting to approximately
$47 million (after the Parthus capital repayment). Interest on this amount is not subject to Irish taxation. Parthus
organized this subsidiary in the Cayman Islands for the purpose of efficiently managing its working capital held
in the form of cash or cash equivalents, including by obtaining favourable tax treatment. It is our understanding,
however, that Parthus Inc. will likely be treated as a “controlled foreign corporation” under U.S. tax law and
therefore our future interest income earned by this subsidiary will likely be taxable in the United States.

Terms of the Combination

. The combination was effected through a scheme of arrangement pursuant to the laws of the Republic of
Ireland—a form of corporate Teorganization that is approved by the shareholders and sanctioned by the High
Court of Ireland The scheme prov1ded as follows:

.« Immediately prior to the combmanon with Ceva, Parthus distributed to- its sha.reholders an aggregate
capital repayment of $60 m1ll1on in cash.

* ' The existing Parthus shares were then cancelled and each Parthus shareholder received new shares of
ParthusCeva’s common stock.

* Immediately following the combination, the stockholders-of DSP Group and the former shareholders of
Parthus own approximately 50.1% and 49.9%, respectively, of the common stock of ParthusCeva.

* ParthusCeva assumed all outstandmg Parthus share options and the option plans and option agreements

that govern them. These options continue with the same terms-and conditions, except that they have

' b_ecome options to purchase shares of ParthusCeva’s common stock and have been adjusted in the

‘manner set forth below. Option holders will no longer be able to obtain Parthus shares or ADSs upon
exercise of such options. ' '

s . The number of shares of ParthusCeva’s common stock purchasable upon the exercise of each Parthus
option is equal to the number of Parthus shares underlying the option adjusted to take into account the
conversion of Parthus shares into ParthusCeva shares. The exercise price per share was also adjusted
propomonately

.Adjustment of Exercise Prices of Parthus Options

Parthus and Ceva have agreed to the repricing of certain Parthus options, as further described below. The
repricing will take place only if DSP Group receives a supplemental private letter ruling to the effect that the
repricing of Parthus options does not adversely affect the private letter ruling previously received from the U.S.
Internal Revenue Service.

If DSP Group receives the supplemental private letter ruling, then immediately prior to the effective time
of the combination, the exercise price of existing Parthus options that had an exercise price in excess of $0.267
per ordinary share ($2.67 per ADS) was adjusted to $0.267 per ordinary share ($2.67 per ADS). Options for the
acquisition of an aggregate of 92,420,680 Parthus ordinary shares (9,242,068 ADSs) were adjusted. These
included options to purchase an aggregate of 34,728,340 Parthus ordinary.shares (3,472,834 ADSs), which had
an aggregate decrease in exercise price. of approximately $6.3 million, or $1,567,688, $2,087,357, $1,770,293,
$712,094 and $124,956, with respect to Parthus ordinary shares held by Kevin Fielding, Eoin Gilley, Elaine
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Coughlan, William McLean and Sven-Christer Nilsson, respectively, each of whom served as a director or
executive officer of Parthus and each of whom serves as a director or executive officer of ParthusCeva
following the combination.

‘Parthus and Ceva agreed to effect the adjustment in the exercise price of Parthus options to create a
performance-oriented environment for employees in the combined company. Many of the Parthus options had an
exercise price significantly in excess of the market price of Parthus shares on July:24, 2002, the date Parthus and
Ceva agreed to reprice the Parthus options. Furthermore, the distribution of $60 million to Parthus shareholders
immediately before the combination further reduced the market price of Parthus shares. As a result of the
reduction in the market price of Parthus shares, the Parthus options were no longer a meaningful incentive for the
Parthus employees. Generally, the exercise price of Ceva’s options is equal to.or less than the market price of
Ceva common stock, based upon the terms of the combination.

We believe the repricing permits both Parthus’ and Ceva's émployees to have an equaliy realistic possibility
of participating in any increase in share value of ParthusCeva and enhances shareholder value by creating better
performance incentives for, and thus increasing retention of, Parthus’ employees.

Integration of Operations

Ceva has contributed its DSP cores licensing business, which employs an aggregate of ® persons and
includes facilities of approximately 10,170 square feet located in Herzeliya, Israel, and Parthus has contributed
its IP platforms licensing business, totalling ® employees and facilities of approximately 94,000 square feet
located in San Jose, California; Dublin, Ireland; Cork, Ireland; Limerick, Ireland; Belfast, Northern Ireland;
Northampton, Engléhd; Austin, Texas; and Caen, France, to form the business of the combined enterprise.

We do not anticipate any significant relocation of employees, or material relocation or amalgamation of
research and development and sales activities in connection with the combination. In view of our target markets,
and focused research and development activities, we believe that our business plan can most effectively be
implemented, and our development targets best met, by drawing on the existing locations of our respective
teams. Consequently, we do not anticipate any material adjustments in facilities. While we anticipate that the
DSP cores licensing business and the IP platforms licensing business will be administered and managed on a
combined basis, the two businesses will continue to operate as separate businesses-in the combined enterprise.

We do expect that there will be integration of management and administrative functions. In that regard, we
anticipate that certain activities may be located at our California offices, and others transferred, or enhanced, at
our Dublin offices. In addition, we will evaluate all corporate functions, with a view to minimizing duplication of
activity and, where possible, achieving costs synergies. Both Parthus and Ceva are experienced in the
management of geographically dispersed operations, and we believe that we will be able to maintain effectively
operations on a geographically dispersed basis after the combination.

ParthusCeva Common Stock

We have filed applications to list our common stock on The Nasdaq National Market under the symbol
“PCVA” and on the London Stock Exchange under the symbol “PCV.”

DIVIDEND POLICY

We have never declared or paid any cash dividends on our capital stock and do not anticipate paying any
cash dividends in the foreseeable future. Our board of directors will have discretion as to whether future
dividends will be paid, after taking into account factors such as our financial condition, operating results and
current and anticipated cash needs: ‘
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UNAUDITED PRO FORMA CONDENSED COMBINED
CONSOLIDATED FINANCIAL DATA OF PARTHUSCEVA

The following unaudited pro forma condensed combined consolidated financial statements have been
prepared to give effect to the acquisition of Parthus under the purchase method of accounting after giving effect
to the pro forma adjustments described in the accompanying notes. This financial data is not intended to be a
profit forecast and the profits of ParthusCeva will not necessarily be in line with such data.

The following unaudited pro forma condensed combined consolidated balance sheet as of June 30, 2002
gives effect to the acquisition of Parthus as if it had occurred on that date, and reflects the allocation of the
purchase price to the Parthus assets acquired and liabilities assumed, based on their estimated fair values at the
date of acquisition based upon Ceva’s preliminary estimates of their fair values. The allocation of purchase price
for the acquisition is subject to revision when additional information concerning asset and liability valuations is
obtained. In the opinion of Ceva’s management, the asset and liability valuations for the acquisition will not be
materially different from the pro forma financial data presented. The unaudited pro forma condensed combined
consolidated financial information reflects Ceva’s best estimates; however, the actual financial position and
results of operations may differ significantly from the pro forma amounts reflected herein because of various
factors, including, without limitation, access to additional information, changes in value and changes in operating
results between the date of preparation of the unaudited pro forma condensed financial information and the date
on which the transaction closed, and the number of shares outstanding of DSP Group and Parthus and the value
of the combined company’s shares. The excess of the consideration given by Ceva in the transaction over the fair
value of Parthus’ identifiable assets and liabilities has been recorded as goodwill. Goodwill will be tested for
impairment on an annual basis. Patents will be amortized over their useful lives, unless the useful life is deemed
to be indefinite. An intangible asset with an indefinite useful life will not be amortized until its useful life is
determined to be no longer indefinite. Intangible assets that are amortized will be reviewed for impairment
annually and on an interim basis. Any portion of the purchase price allocated to in-process research and
development and stock based compensation expenses related to vested Ceva options, which will be measured
upon the consummation of the combination of Ceva with Parthus based on the fair market value of Ceva’s
common stock, will be charged to expenses immediately upon the consummation of the transaction.

The following unaudited pro forma condensed combined consoclidated statements of operations for the six-
month period ended June 30, 2002 and for the year ended December 31, 2001 give effect to the transaction as if it
had occurred on January 1, 2001 and combine the historical statements of operations of Ceva and Parthus for
those periods. Integration costs are not included in the accompanying pro forma condensed combined
consolidated financial statements.

This pro forma information should be read in conjunction with the respective consolidated historical
financial statements (including notes thereto) of Ceva and Parthus included in this prospectus.

Unaudited pro forma condensed combined consolidated financial information is presented for illustrative
purposes only and is not necessarily indicative of the financial position or results of operations that would have
actually been reported had the transaction occurred at the beginning of the periods presented, nor is it necessarily
indicative of future financial position or results of operations. These unaudited pro forma condensed combined
consolidated financial statements are based upon the respective historical financial statements of Ceva and
Parthus and do not incorporate, nor do they assume, any benefits from cost savings or synergies of the combined
company. The pro forma adjustments are based on available financial information and certain estimates and
assumptions that Ceva believes are reasonable and that are set forth in the notes to the unaudited pro forma
condensed combined consolidated financial statements. '
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PARTHUSCEVA, INC.

UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED BALANCE SHEET
. ’ As.of June 30, 2002
(U.S. Dollars in Thousands)

Parthus Pro forma Pro forma
Ceva, Inc. Technologies Plc  adjustments References combined
Historical
ASSETS
Current Assets:
Cash and cash equivalents.................... SR § — $114,101 $(23,458) A,B,G,H § 90,643
Trade receivables, NEt........ccocvvveeeiiiireiereennnenn, 8,683 5,421 — 14,104
Other accounts receivable and prepaid )
EXPEINISES. . eerrerverisicrerermeserniteneesnnreseststensens 1,592 3,968 (1,079) G 4,481
Deferred income tax ........ccccocevvvevmneccnlovecnes 240 — — . 240
INVEDLOTIES covovvcervcvrreereraesecnenrceeenseenons v 125 517 — 642
Total current assets........oeeeerevecerrrernenses 10,640 124,007 (24,537 : 110,110
Long term lease deposits.........cccovrvvremcreririnnunnnns 209 —_ — 209
Severance pay fund ...........ccoevecrnenee e 1,197 — — 1,197
Property and equipment, net 2,498 6,617 — . 9,115
Investments............................; ................................ — 4,500 . 4,500
GOOAWILL . — 63,579 728 CE 64,307
Other intangible assets.........ccoeorceiervcceirceenens . — 3,752 45,000 D,F 48,752
Total ASSets............... reverereaenar . $14,544 $202,455 $ 21,191 $238,190
LIABILITIES AND
. STOCKHOLDERS’ EQUITY
Current Liabilities: : : ‘
Trade payables......ocinirererneensisrincsenns $ 1,582 $ 4,680 $ — , $ 6,262
Accrued expenses and other payables............ 2,158 . 12,718 — 14,876
" Related party—DSP Group Inc. .........cevuececn. — - 6,095 P 6,095
Income taxes payable ... 783 1,554 - — 2,337
Deferred reVenues.........ovvevrrerererecnrernacrinenne 62 3914 — 3,976
Total current liabilities ........occocevernnnes 4,585 22,866 6,095 33,546
" Accrued SEVerance pay.........cceeeeveiniirennnee 1,221 — — ‘ 1,221
Total liabilities.......c.oovreerrernnerierrnecnnrenes 5,806 22,866 6,095 34,767
Parent corhpany INVESIMENL....c.ivviveeinieiieens 8,718 — (8,718) P,Q —
Stockholders’ equity........ccoceeenvnrerreienrenennens 20 179,589 23,814 B,J,G K, LQ,H 203423
Total Liabilities and Stockholders’
EQUity ..o $14,544 $202,455 $21,191 $238,190

See accompanying notes to unaudited pro forma condensed combined consolidated financial statements.
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PARTHUSCEVA, INC,

UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED
STATEMENT OF OPERATIONS ‘
For the year ended December 31, 2001
(U.S. Dollars in Thousands Except Per Share Data)

‘ Parthus Pro forma ' Pro forma
Ceva, Inc. Technologies Plc adjustments References combined
" Historical
REVEIUES ...ttt e $25,244 $ 40,919 $ — $ 66,163
COSt OF TEVENUES ....ievverereveeiireerescceessessesbeee e sines 1,251 12,064 — . 13,315
Gross profit...........ccccooeveivneeierr e 23,993 28,855 — 52,848
Operating expenses | » -
Research and development, net .......coceviniieiieenens 5,095 28,578 — 33,673
Marketing and sales.................. OO 2,911 10,857 — 13,768
General and administration.......o.cccocevvvvveveeeveeeeenns 2,839 7,171 —_ 10,010
Amortization of other intangible assets................. — 9,195 555 LM 9750
In process research and development..................... —_ 10,895 — . 10,895
Amortization of noncash stock compensation....... — 1,806 1,865 + N,O 3,671
Restructuring charge.........ccoooeeviniiicinenciiiciccnn, — 765 — 765
Total operating eXpenses...............c..cc...oveevenrens 10,845 69,267 2420 82,532
Income (loss) from operations ......................... . - 13,148 (40,412) (2,420) (29,684)
Financial income, Net........coccovivvveiveiiriivreercrireene, 462 6,153 — 6,615 -
MINOrity INTETESE .ovvrverieiiivenirrerieiireieereeieenssvensenas —_ (100) —_ - (100)
Income (loss) before taxes on income................. 13,610 (34,359) (2,420) (23,169)
TaXes ON INCOMIE .....uvvvvirieeerreriieeiesereeecenirreesesnenes 3,255 300 — ‘ 3,555
Net income (losS) .................................................. $10,355 $(34,659) $(2,420) $(26,724)
Basic and diluted net loss per share..................... . $ (148)
Weighted average number of shares of Common
Stock used in computation of basic and diluted : '
loss per share (in thousands).........c..cccovevereenennne . 18,003

See accompanying notes to unaudited pro forma condensed combined consolidated financial statements.
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PARTHUSCEVA, INC.

UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED
STATEMENT OF OPERATIONS
For the six months ended June 30, 2002
(U.S. Dollars in Thousands Except Per Share Data)

Parthus Pro forma ‘ Pro forma
Ceva, Inc. Technologies Plc  adjustments combined
Historical - References
Revenues..........iovrcennnnn. feere ettt $8,682 $21,491 $ — $30,173
Cost Of TEVENUES......icvurreeceerrirerrenes JROUS 616 © 4644 — 5,260
Gross Profit.........cccccooovireimiinceircnirees s sresenee s 8,066 16,847 — 24,913
Operating expenses » ' ' ‘
Research and development, net .......c.cocvrereeccrernrenen. 3,216 12,705 —_ 15,921
Marketing and sales .................. S e s 1,493 4,436 — 5,929
General and administration.................... et 1,355 2979 — ' 4,334
Amortization of other intangible assets............c........... . — 680 - 4,195 LM 4,875
Amortization of noncash stock compensation.............. — 1,050 980 N, O 2,030
Loss on disposal of division..........cceeevpeceinnrnrnenens — _ 213 — 213
Combination COSS............... e ere e e o — 1,463 (1,463) R —
Total operating eXpenses.............ccooueervreeeeenenrnennnns - 6,064 23,526 3,712 33,302
Income (loss) from operations ...............cccoecvevirnnne 2,002 (6,679) (3,712) (8,389)
Financial iNCOME, TEt........ccvvvereeerieneieeierirereeeeesaens - 50 - 1,122 _ 1,172
Income (loss) before taxes on income..................... 2,052 (5,557) (3,712) (7,217
TaXeSs ON iNCOME ...v.evervveeiee e s 542 — — T 542
Net income (loss) ......................... e $1,510 $(5,557) $(3,712) $(7,759)
Basic and diluted net loss per share.........ccccoeeneenne » - $ (0.43)
' Weighted average number of shares of Conﬁnon ' ‘
Stock used in computation of basic net loss per

share (in thousands) ........c.occcveerveernieecenrenreeeeeneonns : : : _ ) 18,003

See accompanying notes to unaudited pro forma condensed combined consolidated financial statements.
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NOTES TO PARTHUSCEVA UNAUDITED PRO FORMA
CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRO FORMA PRESENTATION

On April 4, 2002, Ceva, Inc. (“Ceva” or “the Company”) entered into an agreement to acquire 100 percent
of the outstanding share capital of Parthus Technologies plc (“Parthus™), an Irish company, in consideration of
the assumed issuance of 8,983,326 shares of Ceva’s common stock equal to 49.9% of the aggregate number of
shares of Ceva’s common stock outstanding immediately after the acquisition.

The total consideration for the acquisition is approximately $179 million (including $6 million of costs
related to the acquisition), which will be financed by an assumed issuance of 8,983,326 shares of common stock
of the Company. However, the actual number of shares of common stock to be issued by Ceva, and the related
consideration, will depend on the actual number of ordinary shares of Parthus and Common Stock of DSP Group
(the “Parent”) outstanding on the closing date of the acquisition, as well as the market price of the Company’s
common stock at that date. The transaction has been accounted for using the purchase method of accounting, and
accordingly, the purchase price has been allocated to the assets acquired and liabilities assumed based upon their
fair values at the date the acquisition was completed. Because Ceva had no outstanding shares traded in a public
market on the date the transaction was announced, the value of the consideration given was not objectively
evidenced. Accordingly, it was determined, based upon related authoritative guldance to value this transaction
based on the closing price of ParthusCeva’s common stock on the consummation date of the transactions. The
closing share price of Parthus’ ADSs on the Nasdaq National Market on July 18, 2002 was used in this pro forma
presentation as the best estimate for the value of Ceva’s common stock to be issued, as if the consummation of
the transactions had occurred on that date, as the value of Ceva’s common stock to be issued is expected to
approximate the value of the purchased Parthus ordinary shares. In a similar manner, the number of shares used
was the number of outstanding shares of DSP Group common stock and Parthus ordinary shares on that same
date. As a result, the pro forma financial information presented herein is not necessarily indicative of the final
value-of the consideration, which will be determined at the consummation date based on the actual number of
shares of ParthusCeva’s common stock issued and the market price per share of ParthusCeva’s common stock as
of the consummation date. Ceva will adjust its shares outstanding prior to the distribution by means of an
issuance of shares to DSP Group in exchange for the assets contributed, followed by a surrender of shares of
Ceva common stock by DSP Group to Ceva for no consideration. :

The number of shares to be issued upon the combination was calculated as follows:

Number of Ceva’s common stock currently issued t0 DSP Group..........ccoevveiniiiencnnecnncns 20,000,000
Number of Ceva’s common stock outstanding following the separation (1:3 ratio)

(giving effect to the issuance of 1,000 shares followed by the surrender for cancellation

without consideration of all outstanding Ceva’s common stock not distributed to DSP’s

Group’s SOCKNOIAETS) ..vcveiiiiiiiictert ettt st et e saa et se e er e rae v 9,019,331(X)
Percentage of Ceva’s common stock held by former DSP Group’s stockholders

POSE-COMBINATION c..c.vviiiriieiere ettt s e e e sser s seeonesr b see 50.1%
Total number of ParthusCeva’s common stock outstanding post-combination ........c........... 18,002,657(Y)
Number of shares to be issued to former Parthus shareholders (constituting 49.9%

of the ParthusCeva’s common stock post-combination):..........cccceeviervevesiireeseneenrernennes 8,983,326(Y-X)

The Ceva options issued in exchange for Parthus options are valued herein by applying the Black-Scholes
valuation model to the Parthus options in accordance with FASB Interpretation No. 44 (“FIN 44”), “Accounting
for Certain Transactions Involving Stock Compensation—an Interpretation of APB 25.” The calculations were
made using the following assumptions: (i) valuation date is July 18, 2002, (ii) market share price is $2.673,
which represents the fair value of the Ceva common stock after the $60 million cash capital repayment by
Parthus to its shareholders, (iii) risk-free interest rate is 2%, (iv) volatility is 60%, (v) time to expiration is 5 years
and (vi) annual dividend rate is 0%. The calculations were made after taking into consideration the repricing of
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NOTES TO PARTHUSCEVA UNAUDITED PRO FORMA
CONDENSED:COMBINED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

certain Parthus options and changes made as a result of Parthus’ $60 million cash repayment of capital to the
Parthus shareholders. The intrinsic value of unvested options of Parthus has been allocated to deferred
compensation. Such deferred compensation was deducted from the fair value of the awards in determining the
amount- of the purchase. price. The final amount of deferred compensation will also be determined on the
consummation date based on.the closing price of ParthusCeva’s common stock on that date. The calculation of
the deferred compensation amounting to $666,000 was based on the number of Parthus unvested options
outstanding multiplied by the intrinsic value, which is the difference between the market price on July 18, 2002
of $2.673 (giving effect to the $60 million cash capital repayment by Parthus to its shareholders) and the various
exercise prices. This deferred compensation was deducted from the fair value of the awards in determining the
amount of the purchase price. ‘

‘ Thb purchase consideration is estimated as follows (U.S. Dollars in thousands):

COMMON SIOCK(L) 1.vvrrvvveerrvessriassmsssseresssenessssssss s ssss s ss st $158,033

- AsSumption of Parths OPLIOMS «..c..iiiiiiiniirireniieteaeeceseeeereeseeesressseasesressessesns 15,893
Less—Deferred COMPENSAtion ......c.ccoveriinieeieriieeineinrenreeee e e eerneesenas eerereessesanenee ~ (666)
Estimated transaction €XpPenses ........ccoeveeeerererveeeneerenns e et 6,000
Total consideration(2) ........coeveveveververeireeeernincns e ta e r ke e e e eraaste e rnaeasanann $1‘79,26O

(1) "The value of the 8,983,326 shares of Ceva’s common stock to be issued upon the consummation of the
acquisition was calculated based on the market price of Parthus’ ADSs on July 18, 2002 and after taking into
consideration the future repayment of capital by Parthus to its shareholders in the amount of $60 million, as
follows (U.S. Dollars in thousands, except share and per share data):

Number of Parthus” ADSs outstanding™...........ccceveennae ettt et 58,936

Price per ADS......coovvvriceriieinnne ettt ettt eb ettt b b r e eaa etk R e b s s eantsr e sere s $ 369
Total value Of Parthus’ ADSS. ic...ocviueereiiemrnseieesesnsessssarienssassesesssssessmssesssssanes $218,033

Less—Repayment of capital to be made...........cccoevrveveverieeennnna, s $ (60,000)
NEt VAR vttt ven e e e e rn s ereereaees $158,033

* Assuming all ofdinary shares were held in the form of ADSs

(2) The preliminary purchase price allocation, which is sﬁbject to change based on Ceva’s final analysis, is
as follows (U.S. Dollars in thousands): '

Tangible assets acquired..........c.ivevireneiiviiineinineenc, ettt eree ettt $ 75,124
Intangible assets acquired::
Patents ................ . TR e h e ek b e et 48,752
Goodwill ....c.oceeveveirinnne ettt et e e sttt sttt h et ettt st r et eene st nen 64,307
In-process research and development ....... PO OSSO TR OTORP PR . 16,480
Liabiliti€s ASSUITIEA. ..veeiiiiiireririeesiri et st e eesesitrte e e s stbe et sssabersbaeesssntrerseessersarrensss (22,866)
Merger and reStruCHUIITLE COSES ....eeuertrrtrtieaiererireeteatestesteeresiaseesteetenesinseseessecresuens (2,537)
Total CONSIAETALION ....eoveveeer e eeeseeeeese e et s $179,260
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NOTES TO PARTHUSCEVA UNAUDITED PRO FORMA
CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” goodwill arising from
acquisitions would not be amortized. In lieu of amortization, Ceva is required to perform an annual and interim
impairment review. If Ceva determines, through the impairment review process, that goodwill has been impaired,
it will record the impairment charge in its statement of operations. Ceva will also assess .the impairment of
goodwill whenever events or changes in circumstances indicate that the carrying value may not be recoverable.

2.  PRO FORMA ADJUSTMENTS

The amount of the excess cost attributable to in-process research and development of Parthus is estimated to
be approximately $16.48 million. This amount will be recorded as a separate item line “In process research and
development write-off” during the fiscal quarter in which the acquisition is consummated. Stock based
compensation expenses related to measurement of vested options granted to Ceva’s employees is estimated to be
approximately $2.3 million. This amount will be recorded during the fiscal quarter in which the combination is
consummated. These expenses have not been included in the pro forma condensed combined consolidated
statements of operations, as they do not represent a continuing expense.

Adjustments included in the pro forma condensed combined consolidated balance sheet and statements of
operations are summarized as follows: ‘

(A) Distribution of $60 million cash to Parthus’ shareholders by means of a repayment of capital prior
to the acquisition. .

(B) Additional cash investment of $44 million by DSP Group prior to the acquisition (representing‘
DSP Group’s contribution of cash equal to $40 million, plus the amount by which transaction expenses have
. been estimated to exceed $2 million).

(C) Valuation of Parthus’ intangible assets allocated to goodwill of $64.3 milfion.
(D) Valuation of Parthus’ intangible assets allocated to patents of $49 million.
(E) Elimination of Parthus’ goodwill from previous acquisitions of $63.6 million.
(F) Elimination of Parthus’ patents from previous acquisitions of $3.7 million.

(G) Transaction costs paid by Ceva of $6 million, out of which $1 million were already paid as of
June 30, 2002 and included in prepaid expenses. '

(H) Transaction costs paid by Parthus of $2.5 million.

(I) Elimination of Parthus’ shareholders’ equity accounts of $180 million.

(J) Shares and options issued upon the acquisition by Ceva valued at $i73.2 million.

(K) Write-off of estimated acquired in-process résearch and.develobmeﬁt of $16.5 million.

(L) Elimination of goodwill and patents amortization recorded in Parthus from previous acquisitions of
$9.2 million for the year ended December 31, 2001 and $680.000 for the six month period ended June 30,
2002. o '

(M) Amortization of patents (amoﬁized over 5 years) of $9.8 million for the year ended December 31,
2001 and $4.8 million for the six month period ended June 30, 2002.
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NOTES TO PARTHUSCEVA UNAUDITED PRO FORMA
CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(N) Amortization of deferred stock compensation arising from the measurement of Ceva’s options of
" $1.5 million for the year ended December 31, 2001 and $819,000 for the six month period ended June 30,
2002.

(O) Amortization of deferred stock compensation arising from the options exchanged in the
acquisition of $333,000 for the year ended December 31, 2001 and $167,000 for the six month period ended
June 30, 2002.

(P) Conversion of DSP Group’s investment account in Ceva into an inter-company account of
approximately $6.1 million between Ceva and DSP Group. This amount will be settled between the parties
under the terms of the Separation Agreement whereby DSP Group will retain all rights to Ceva’s accounts
receivable existing on the date of the separation and will also retain certain of Ceva’s current liabilities
existing on the date of separation. :

~ (Q) Conversion of DSP Group’s investment account in Ceva into stockholders equity, consisting of the
value of property and equipment and inventory ass1gned by DSP Group upon consummation of the
combination of $2.6 million.

(R) Elimination of c'omb'ination costs paid by Parthus.

The pro forma combined stockholders’ equity, after appropriate reclassifications, comprises the following
(U.S. Dollars in thousands):

Common stock, $0.001 PAL VAIUE ... eviveeeeeeinieieenistsesase s s sas s s e seasss s ss s seesesenns $ 18
Additional paid in capital ...........cccec.. ettt ettt bt a et e eae bt e e st e n et i st s ens - 220,551
Deferred COMPENSAtION .......ccceeerrirreeeirtieerete et tenbeste b e ssesnebessestesressassessessesaessas (666)
Accumulated deﬁc1t " (16,480)
Total stocKhOIders” EQUILY ......coceviviveiciriericiiiice s $203,423

Shares used in-the pro forma net loss per share calculation reflect approximately 18.0 million shares of
- Common Stock of Ceva, Inc. as if they had been outstanding from January 1, 2001. Pro forma weighted average
number of shares used. in computing basic and diluted net loss per share excludes employee stock options
outstanding in each period because they are anti-dilutive. ‘ .

3. SENSITIVITY ANALYSIS:

As explained in Note 1 to these unaudited pro forma condensed combined financial data, the final
determination of the purchase price. will be calculated based on the closing market pnce of ParthusCeva’s
Common Stock at the date of the consummation date of the combination.

' The following table represents the anticipated goodwill, total assets and total stockholders’ equity that
would result from different price per share at the date of the closing:

Price per Parthus ADS (US Dollars)

$2.50 $3.00 - $3.69 $4.00 . $4.50
) : (in thousands) _
Goodwill and other intangible assets ............ $ 39,901 $ 71,008 $113,059 $132,059 $162,259
TOtal ASSELS ..ccvverireiirerereeirieirereeeeecetreeeeresnnnns 165,032 196,139 238,190 257,190 287,390
Stockholders’ equity......ccoccoereeeeiccinnnennnae $130,265 $161,372 $203,423 $222.423 $252,623
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA OF CEVA

Selected Historical Consolidated Fmancml Data of Ceva

The following selected historical consolidated financial data of the DSP cores licensing business of DSP
Group transferred to Ceva should be read in conjunction with, and are qualified by reference to,-our consolidated
financial statements and related notes to our consolidated financial statements and “Management s. Discussion
and Analysis of Financial Condition and Results of Operations.”

The consolidated statement of income data for 1999 through 2001 and the consolidated balance sheet data as
of December 31, 2000 and 2001 are extracted from, and are qualified by reference to, the audited consolidated
financial statements included elsewhere. in this prospectus, which have been audited by Kost Forer & Gabbay, a
member of Ernst & Young Global, our independent auditors. The selected consolidated statement of income data
for 1997 and 1998 and the selected consolidated balance sheet data-as of December 31, 1997 through 1999 are
extracted from our audited consolidated financial statements not included in this prospectus. The consolidated
financial data as of June 30, 2002 and for the six months ended June 30, 2001 and 2002 are extracted from
unaudited financial statements -included elsewhere in this prospectus. We have prepared the unaudited
information on the same basis as the audited consolidated financial statements and have included all adjiistments,
consisting only of normal recurring adjustments, that we consider necessary for a relevant fair presentation of our
financial position and operating results for these periods.

The financial information below reflects the separation of the DSP cores licensing business from DSP
Group, and is presented as if this business had operated as a separate entity throughout the relevant periods. This
information has been extracted from the consolidated financial statements of DSP Group using the historical
results of operations and historical bases of assets and liabilities of our DSP cores licensing business. These
historical results may not necessarily be indicative of what our results of operations and financial position would
have been had this business operated as a separate company during the periods presented, nor are they an
indicator of future performance.

’ Six Months
Year Ended December 31, : Ended June 30,
1997 1998 1999 2000 2001 2001 2002
(in thousands)
Consolidated Statement of Income Data: ’
Revenues: » , X
Licenses and royalties.........c.orvrrrrrvnene $6,790 $11,614 $16,249 $19,951 §$20,959 $10,666. $6,995
Technical support, maintenance and ’
OLHET w1ttt et sare s 1,975 1,630 1,952 2,959 - 4285 2322 1,687
Total revenues.....ocevevierirereernenens 8,765 13,244 18,201 22910 25,244 12,988 8,682
Cost of revenues ................ e et 288 280 207 410 1,251 607 616
Gross Profit...cccorrininricrinrinenresrinnineeeenenenns 8477 12964 17994 22,500 23,993 12,381 - 8,066
Operating expenses: ' o
Research and development, net............. 2,692 3,404 3,230 4,835 5,095 2,688 3,216
Selling and marketing .........c..coocenenienne 1,012 1,137 1,997 2,466 2,911 1,330 1,493
General and administrative .................. 1,877 2,020 2,480 2,810 2,839 1,354 1,355
Total operating eXpenses ..........ccccocreeruennee 5,581 6,561 7,707 10,111 .10,845 . 5,372 .'6,064
Operating inCOME......0cceoverererenerirrirerennes 2,896 6,403 10,287 12,389 13,148 7,009 2,002
Financial income, Net........cccccenivvererrvesinnenens v 92 174 292 322 - 462 221 50
Income before taxes on income .................... 2,988 6,577, 10,579 12,711 13,610 7,230 2,052
Taxes on income (benefit) .........cccocovvveneenee. (397) 359 1,453 3,438 3,255 1,123 542
Net income.........veimirriiicnccnee $3,385 $ 6,218 $ 9,126 $ 9,273 $10,355 $ 6,107 $1,510
" December 31, June 30,
1997 1998 1999 2000 2001 2002
(in thousands)
Consolidated Balance Sheet Data
WOIKINg CAPILAL...v.iviveiviisireseneereireseresiese s eseesenessessesesesensones $ 94 $ 893 $1,173 § 411 $ 1,996 §$ 6,055
TOLA] ASSEES. .. vviiriierreecieieesceree et e e e e eaesressprae st e staresbesoas ©$2,093  $3,831 $6,915 $9,615 $12,197 $14,544
Total stockholders’ equity and parent company . \
INVESHIENE ..ottt $ 709 $1,680 $2,556 $2,020 $ 4,345 $ 8,738




SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA OF PARTHUS

The consolidated financial data set forth below for the years 1999, 2000 and 2001 have been extracted from Parthus’
audited consolidated financial statements, which appear elsewhere in this prospectus. The consolidated financial data set forth
below for the years 1997 and 1998 have been extracted from Parthus’ audited consolidated financial statements not included in
this prospectus. The consolidated financial data for the six-month periods ended June 30, 2001 and 2002 have been extracted
from our. unaudited interim consolidated financial statements, which appear in this prospectus. The interim financial
statements include all adjustments, consisting only of normal recurring adjustments, necessary for a fair statement of the
results of Parthus for the unaudited six-month periods ended June 30, 2001 and 2002. Parthus has prepared its consolidated
financial statements in accordance with U.S. generally accepted accounting principles, and Parthus’ financial statements have
been audited by KPMG, independent chartered accountants. The data set forth below should be read in conjunction with
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and Parthus’ audited consolidated
financial statements and the related notes for the three years ended December 31, 2001 included elsewhere in this prospectus.

. ) ) . . - Six Months Ended
. Year Ended December 31, - . . - , June 30,
1997 | 1998 1999 2000 2001 . - 2001 2002
’ . (in thousands, except per share data)
Statement of Operations Data: )
Revenue . ‘ .
IP license ......... e N coredennenrieens $ - % - 119 8 5214 § 16,059 % 29,998 $ 13,016 $ 18,766
TP CIEAtION. .. ..oovveeveerereseeeeveevesereseieesesnnns ‘ 12,820 15,450 13,826 12,433 6,756 4,302 1,427
- HardIP .o N e o= — — 3,428 4,165 2,625 1,298
Total revenue.......cc.ccuverrvencnnes e B 12,820 - 15,569 19,040 . 31,920 40,919 - 19,943 21,491
Cost of revenue o ) )
IP HICenSe .oovimiriiee et IR [ — - 983 2,960 5,052 2,149 2,943
TP CFEAtION.cv.cvvoive v, . - 7,459 8,621 8,325 8,334 4,751 3,034 - 1,002
HArA TP «ovcoveoeeconscenecssseesss e sesseene o — — e 2,116 2,261 1,423 699
Total cost of revenue .... e 7,459 8,621 9,308 13;410 12,064 6,606 4,644
Gross margin ...c...eveenee . 5,361 6,948 9,732 © 18,510 28,855 13,337 16,847
Research and development..........ccoeniccveccrecnnennn. : 1,086 3,372 7,128 © 19,090 29,994 © 13,744 13,516
Sales and marketing.........covcivonmrenmmnmnisssinseenncen, 812 1,200 2,479 9012 11,054 5,604 . 4,554
General and administrative.......cccovvereciceneniinninn, 1,031 1,369 2,994 9,741 - 7,364 3,790 3,100
Amortization of goodwill & intangible assets........ - = — 1,081 9,195 1,674 680
In-process research & development charge.. — — C— — 10,895 — —
Restructuring charge..........ocvvnvviinncncncnnnins X ) — —_ — — 765 — —
ParthusCeva Merger COSS... .o nvcriinemmmmrcnnsniiies — — — — — — 1,463
" Loss on disposal of facility.....z..cc.ooereerennn. s : — - — — — — 213
Total operating eXpenses ......cc..oeiuerriieceereensmvecsenis 2,929 5,941 12,601 38,924 69,267 24,812 . 23,526
Income (l10ss) from Operations........cceerivverreenreeanen 2,432 1,007 (2,869) . .(20,414) (40,412) ©(11,475) (6,679)
Interest income, net ......... - : 56 127 145 5,346 6,394 3,784 1,337
Foreign exchange gain (loss)... — — 241 434 241) ) 89) (215)
MINOTLY IELES ....cvvivverieiiccre e e e (183) (186) (75) (204) (100) (100) —
Income (loss) before income taxes.........cceeoevee. 2,305 948 - (2,558) . (14,838) (34,359). - (7,880) (5,557)
Provision for inCOME taXES ...c.viveveerreereiinrseneeneann, ’ (312) (231) — (1,205) : (300) (300) —_
Net inCome (0SS)........rrrrersrmmmenrsssssnereenee » 1,993 717 (2,558) (16,043) (34.659) (8,180) (5,557
Preferred dividends — 29) (54) " (15) — — —
Net income (loss) available to ordinary
shareholders..........ccoviveeiciicriniecc e, $ 1,993 $ 688 $ (2,612) % (16,058) $ (34,659) $ (8,180) $ (5,557
Net income (loss) per ordinary share Basic and : )
QIUEd ..ot e $ 0.006 $ 0.002 § 0.007) $ ©.034) 0.062) $ (0.015) $ (0.010)
Shares used in computing net income (loss) per
ordinary share
© BESIC i, 314,022,800 - 317,075,870 362,473,760 471,389,525 558,946,827 538,661,930 583,404,690
Diluted ..o 356,688,700 386,074,820 362,473,760 471,389,525 558,946,827 538,661,930 583,404,690
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Non-cash stock compeénsation expenses for the years ended December.31, 1999, 2000 and 2001 and for the
six months ended June 30, 2001 and 2002 have been recorded as follows: ’

' Six months ended
Year ended December 31, June 30,

1999 2000 2001 2001 2002

(in thousands)

Research and development ©..cve.c.cvccererenerenereeessrenens S e $36- § 923 $1416 $590 $ 811

‘Sales and MArketing .........cc.ooemveviiciveriecricere e sesesens et 12 120 197 83 118

General and admMINESTIATIVE vvovvvveeriiiieieiiee ettt ieeecesiarr e sesssetes e s e s _4 4,497 193 83 121
' $_52_ $5,540 $1,806 $756 $1,050

Parthus adopted Statement of Financial Accounting Standards, otherwise known as SFAS, No. 142 effective
January 1, 2002. Under SFAS No. 142, goodwill is no longer amortized, but instead is tested for impairment at
- least annually. The following table provides a reconciliation of reported net income (loss) to adjusted net income
(loss) and net income (loss) per ordinary share excluding goodwill amortization for all periods presented.

Six months ended
Year ended December 31, ’ June 30,.
1997 1998 1999 2000 2001 2001 2002
) (in thousands, except per share data)
Reported net income (1088} ..covvevcrieveerennnns $1,993 $ 688 $(2,612) $(16,058) $(34,659) $(8,180) $(5,557)
Add back goodwill amortization .............. — — — — 7,824 942 —_
Adjusted net income.........c.ccoeeeeevernnnrenene. $1,993 § 688 $(2,612) $(16,058) $(26,835) $(7,238) $(5,557)
Basic and diluted net income (loss) per : v "
ordinary Share .........ooceeveeveeevenvernennennens $0.006 $0.002 $(0.007) $ (0.034) $ (0.062) $(0.015) $(0.010)
Add back goodwill amortization .............. — — — — 0.014 0.004 —
Adjusted basic and diluted net income ' :
(loss) per ordinary share .............co....... $0.006 $0.002 $(0.007) $ (0.034) $ (0.048) $(0.011) $(0.010)
December 31, June 30,
1997 1998 1999 2000 2001 2002
(in thousands)
Balance Sheet Data: : ) . .
Cash and cash equivalents...............ocoovecererncns $3,415 $14,350 $10,314 $159,865 $121,503 $114,101
Working capital.......ccoovvrveeceernieninrncseenirienaes 3365 13,117 8,057 147,386 - 107,273 101,141
TOtal ASSELS .oveicrievieerriee ettt eeer et ere e s 7,626 19,208 16,900 179,246 205,820 202,455
MIinOIILY IS .ccureereeeiiccerrieervecireeerrerereraeenee 755 989 909 1,001 — —_
Redeemable shares.........cccocvvvvvveeviiviveiecciniencinee 987 2,598 1,635 — — —_
Total shareholders’ equity.........ccoeveeeiiniiircans $3,558 $12,109 $ 7,881 $157,516 $182,087 $179,589
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS. . .
The discussion below of the financial condition and results of operations of our DSP: cores licensing
business assumes that this-business had operated as a stand-alone entity for the periods presented [This discussion
does not give effect to the combination of this business with Parthus.

.The drscusswn below of the financial condition and results of operatlons of Parthus does not. grve effect to
the combination of Parthus with the DSP cores-licensing business. .

You should read the following discussion together with Ceva’s and Parthus’ consolidated financial
statements and the related notes included elsewhere in this prospectus. This discussion contains forward-looking
statements that involve risks and uncertainties. Our actual results could differ materially from those anticipated
in these forward-looking statements as a result of various factors, mcludzng“those set forth under “Risk Factors
and elsewhere in this prospectus.

DSP Cores Licensing Business—Overview

Our DSP cores licensing business develops and licenses designs of programmable drgltal signal processor
(DSP) cores and DSP core-based sub- systems. A programmable DSP is a special-purpose, software-controlled
processor that, through complex mathematical calculations, analyzes, manipuldtes and enhances digital voice,
audio and video signals. The programmable DSP cores we design-are used as the central processors in
semiconductor chips made for specific applications. These chips are used in a wide variety of electronic devices,
including digital cellular telephones, modems, hard disk drive controllers, MP3 players, voice over packet
products and digital cameras, and are critical to the performance of the electronic products in which they are
used. A DSP core-based sub-system incorporates additional hardware blocks requ1red as mterfaces from the DSP
core for the overall system. ‘ :

Our DSP cores product line, first introduced in 1991, consists of a famﬂy"of five DSP core designs-and one
DSP core-based sub-system, the XpertTeak, that are sold under the -SmartCorés brand name throughout the
world. Each of our SmartCores products offers a different balance of high performance, power-efficiency and
cost-effectiveness. Qur designs are independent of specific semiconductor manufacturing processes, and can
therefore be used by a wide variety of customers. The DSP cores we design are appropriate for use in both
current and emerging applications requiring digital signal processing. We market our designs-as well as a wide
array of software and hardware development tools and technical support services.

We license our designs to leading semiconductor companies throughout the world. These companies
incorporate our cores and core-based subsystems into application-specific chips or custom-designed chips that
they manufacture, market and sell to original equipment manufacturers (OEMs) of a variety of electronic
products. We also license our designs to OEMs directly. To date, we have licensed our cores to more than 60
licensees, including leading semiconductor companies and OEMs such as Atmel, Fujitsu, Infineon Technologres
Kawasaki, LST Logic, Mitsubishi, National Semiconductor, NEC, Oki, Ph111ps Sermconductors ‘Samsung, Seiko-

- Epson, Sony and Tower Semiconductors, some of which have multiple licenses with us. We generate our
revenues in our DSP cores licensing business from license and maintenance and support fees and from royalties.
Our goal is to establish our licensable DSP cores as the standard in DSP based chips for hrgh -volume and
emerging digital signal processing applications.

For the purpose of separatmg the DSP cores 11cens1ng bus1ness and technology act1v1t1es 1nto an 1ndependent
company, Ceva was incorporated.in Delaware in November 1999 under the name DSP Cores, Inc. as a wholly-
owned subsidiary of DSP Group and changed our name to Ceva, Inc. in April 2002. We have two wholly-owned
subsidiaries, DSP Ceva, Inc., a Delaware corporation, and ParthusCeva, Ltd., an Israeli company wholly owned
by DSP Ceva. DSP Ceva holds our intellectual property rights in the United States and conducts our marketing,
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sales and technical support for our U.S. customers. In addition to conducting our research and development
activities, ParthusCeva, Ltd. is -engaged in marketing, sales, technical support and certain general and
administrative functions ‘associated with the sale of our products in areas other than the United States. In
addition, we utilize the services of DSP Group and its subsidiaries in Japan and France for sales and technical
support activities, and their costs are allocated to us under the transition service agreements with DSP Group and
its subsidiaries. For additional information relating to the terms-of various agreements we entered into with DSP
Group in connection with the separation of the DSP cores licensing business from DSP Group, including the |
separation agreement, the transition services agreements and the technology transfer agreements, please see the
section captioned “Separation of DSP Cores Licensing Business from DSP Group.”

The financial information presented in this prospectus and Ceva’s consolidated financial statements reflect
its separation from DSP Group and have been prepared as if the separation .of the DSP cores licensing business
from DSP Group had been in effect throughout the relevant periods. The historical consolidated financial
statements show the DSP cores licensing business as a carved out entity from the consolidated financial
statements of DSP Group, using the historical results of operations and historical bases of assets and liabilities of
our DSP cores licensing business as described in this prospectus. This information may not be indicative of our
future financial position, results of operations or cash flows, nor is it necessarily indicative of what our financial
position, results of operations or cash flows would have been had we been a separate, stand-alone entity for the
periods presented. We have not made adjustments to our historical financial information to reflect the significant
changes in the cost structure, funding and operations which will result from the separation of the DSP cores
licensing business from DSP Group and the combination with Parthus, including any increased costs associated
with reduced economies of scale, increased marketing expenses related to building our brand, and increased costs
associated with being a stand-alone, publicly traded company. Additionally, upon the termination of the
transition services agreements with DSP Group and its subsidiaries, we may be required to incur. additional
expenses for services that DSP Group and its subsidiaries have agreed to provide pursuant to the transition
services agreements, including general and administrative services, information services, sales and marketing
services and certain research and development services, because the prices charged to us by DSP Group and its
subsidiaries for such services may be lower than the prices that we may be required to pay third parties for
similar services or the costs of similar services if we undertake them ourselves. As a result, the cost of retaining
such services after the termination of the transaction services agreements with DSP Group and its subsidiaries
may be higher than the cost allocation for such services reflected in our historical financial statements. However,
we do not believe that such additional costs, if any, will be material.

Ceva’s Critical Accounting Policies and Estimates

Our discussion and analysis of the financial condition and results of operations of our DSP cores licensing
business are based upon the consolidated financial statements of this business, which have been prepared in
accordance with accounting principles generally accepted in the United States. The preparation of these financial
statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities,
revenues and expenses, and related disclosure of contingent assets and liabilities. On an on-going basis, we
evaluate our estimates, including those related to bad debts, taxes on income, financing operations, warranty
obligations and contingencies and litigation. Ceva based its estimates on historical experience and on various
other assumptions that are believed to be reasonable under the circumstances, the results of which form the basis
for making judgments about the carrying values of assets and liabilities that are not readily apparent from other °
sources. Actual results may differ from these estimates. In December 2001, the Securities and Exchange
Commission requested that all registrants discuss their “critical accounting policies” in the discussion and
analysis of their financial condition and results of operations. The Securities and Exchange Commission
indicated that a “critical accounting policy” is one which is both important to the portrayal of a company’s
financial condition and results and requires management’s most difficult, subjective or complex judgments, often
as a result of the need to make estimates about the effect of matters that are inherently uncertain.

Ceva’s significant accounting policies are fully described in Note 2 to its consolidated financial statements.
Not all of these significant accounting policies, however, require management to make difficult, complex or
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subjective judgements or estimates. We believe that the DSP cores licensing business’ accounting policies
relating to revenue recognition, business combination, goodwill and other 1dent1f1able intangibles and options to
employees described below ﬁt the definition of crmcal accountmg pohc1es

Revenue Recognition

The DSP cores licensing business reports revenue in two categories: licensing and royalties, and technical
“support and other. The first, licensing and royalty revenues are derived from the following: (i) ficensing revenues
from our license agreements; and (ii) royalty revenues when our licensees sell products incorporating DSP cores
technology. Technical support and other revenues are derived from providing training, maintenance and technical
support services to our DSP cores licensing customers. All license, royalties and technical support agreements
are denominated in U.S. dollars. We recognize revenues based upon the country of origin of our licensees.
Therefore, our. geographlc revenue stream for the DSP cores business fluctuates from period to period dependmg

upon the country of origin of new 11cense agreements signed and recognized in a given period.

We recognize software revenue for the DSP cores licensing business in accordance with SOP 97-2,
“Software Revenue Recognition,” as amended by SOP 98-9, “Modification of SOP 97-2, Software Revenue
Recognition, with Respect to Certain Transactions.” Under SOP 97-2, revenues are recognized when:
(1) collection is probable; (2) delivery has occurred; (3) the license fee is otherwise fixed or determinable; and
(4) persuasive evidence of an arrangement exists and no further obligation exists. SOP 97-2 generally requires
revenue earned on software arrangements involving multiple elements to be allocated to each element based on
the relative fair value of the elements. We have also adopted SOP 98-9, “Modification of SOP 97-2, Software
Revenue Recognition with Respect to Certain Transactions,” for all multiple element transactions entered into
after January 1, 2000. SOP 98-9 requires that revenue be recognized under the “residual method” when vendor
specific objective evidence, otherwise known as VSOE, of fair value exists for all undelivered elements and
VSOE does not exist for one of the delivered elements. The VSOE of fair value of the undelivered elements
(maintenance and technical support) is determined based on the renewal rate or on the price charged for the
undelivered element when sold separately. SOP 97-2 specifies that extended payment terms in a software
licensing arrangement may indicate that the software license fees are not deemed to be fixed or determinable. If
the fee is not fixed or determinable, or if collection is not considered probable, revenue is recognized as
payments become due. However, SOP.97-2 specifies that if a company has a standard business practice of using
extended payment terms in software licensing arrangements and has a history of successfully collecting - the
software license fees under the original terms of the software licensing arrangement without making concessions,
the company should recognize the software license fees when all other SOP 97-2 revenue recognition criteria are
met. We have concluded that, in our DSP cores licensing business, -for certain software arrangements with
extended payment terms, the “fixed or determinable” presumption has been overcome and software license fees
have been recognized upon meeting the remaining SOP 97-2 revenue recognition criteria.. Maintenance and
technical support revenues included in multiple elément arrangements in our DSP cores licensing business are
deferred and recognized on a straight-line basis over the term of the maintenance and the support agreement or
when such services are performed.

Business Combinations

We account for the combination with Parthus utilizing the purchase method of accounting-with Ceva treated
as the accounting acquirer. The purchase method of accounting requires the determination of the acquiring entity
in all business combinations. Statement 141 provides that all pertinent facts and circumstances should be
considered. Statement 141 provides, in particular, a listing of facts and circumstances for consideration in
determining the acqulrer Following is an analysis of the such facts and c1rcumstances as applicable to the
combination: : : .

_Voting Rights

DSP Group stockholders w111 hold shares representmg no less than 50 1% of the ParthusCeva common
stock issued and outstanding immediately following the combination. Former Parthus shareholders will receive
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ParthusCeva common stock representing no more than 49.9%. of the ParthusCeva common stock issued and
outstanding immediately following the combination. Taking into account the exercise of options granted by DSP
Group and options and contingent share issuances granted by Parthus, DSP Group stockholders will hold -shares
representing between 50.1% to 51% of the ParthusCeva common stock in any scenario.

According to this criteria, Ceva is the legal and accounting acquirer.

Minority voting interest

No significant/large minority voting interest will exist in the combined company (ParthusCeva). The largest
stockholder of DSP Group will hold approximately 4.5% in the combined company and the largest percentage of
voting interests held by one former shareholder of Parthus will be approximately 9% in the combined company.
The particular former shareholder of Parthus agreed not to acquire shares of ParthusCeva during a period of one
year from the effective date of the combination (except for receipt of stock option$ meeting certain
requirements). Immediately following the combination, no other stockholder of the combined company will hold
5% or more of the issued and outstanding common stock of ParthusCeva.

_  Since immediately following the combination no shareholders group will hold a significant minority voting
interest and since both of the largest existing voting interests will be approximately the same, this criteria does
not support either Ceva or Parthus as the acquirer for accounting purposes.

Composition of the Board of Directors

'The ‘board of directors of ParthusCeva will comprise eight members in total, including five non-executive
directors. Four directors will be representatives of DSP Group stockholders and four directors will be
representatives of formér Parthus shareholders. Except for specific circumstances, generally, matters brought
before the board of directors will be made by vote of a majority of the directors.

It has been agreed by~ the parties that a two year voting agreemeht will be signed by certain former
shareholders of Parthus and stockholders of DSP Group who will hold in the dggregate approximately 18.2% and
less than 1%, respectively, of the ParthusCeva common stock outstandmg as of the date of the combination
(although the voting agreements apply to any addmonal shares subsequently acqulred by such stockholders
mcludmg upon the exercise of options).

The voting agreement obligates them to vote together for the election of nominees to serve as members of
the ParthusCeva board of directors. Further, with respect to all other matters to be voted on by stockholders, the
stockholder must vote either: (X) in accordance with the recommeridations of the ParthusCeva board of directors,
or (Y) for or against any such matter in the same proportion as the shares owned by all other stockholders that are
voted w1th respect to such matters, if the board of directors makes no such recommendation. o

This criteria does not support that either Ceva or Parthus is the acquirer for accounting purposes.

Senior Management

Key executives of ParthusCeva will include four executwes from DSP Group and flve executives from
Parthus:

« DSP Group éxecutives will hold the positions of Chairman of the board of directors; Executive Vice
President—DBusiness Development and Chief Technology Officer; Vice President and General Manager
of the DSP Intellectual Property Licensing Division; and Chief Scientist—DSP Technologies.

¢ Parthus executives will hold the positions of President and Chief Executive Officer, who will also be a
board member of ParthusCeva; Vice Chairman; Executive Vice President and Chief Operating Officer;
Chief Financial Officer; and Vice President—Sales.
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In addition, ParthusCeva will have a management committee to decide on and be responsible for significant
issues. This committee will comprise two executives from DSP Group and two executives from Parthus. The
Chief Financial Officer of ParthusCeva will be entitled to attend management committee meetings on a non-
voting basis. The management committee is to be consulted with respect to any proposed budget, business plan,
major policy or business decision before implementation thereof by ParthusCeva or submission thereof to the
board for review or approval. :

Since the management committee will include two executives from DSP Group and two executives from
Parthus, and since key executives of ParthusCeva will include four persons from DSP Group and five persons
from Parthus, but with the Chairman from DSP Group, this criteria does not support that either Ceva or Parthus is
the acquirer for accounting purposes.

Premium Over the Market

FAS 141 mdlcates that this criteria can be used only if the two comblmng companies are public companies.

Only Parthus is a public company. Therefore, this criteria is irrelevant to this case.

Combining companies’ assets, revenues, and earnings

The revenues and net tangible assets of Parthus are greater then those of Ceva. However the gross margin
and net income of Ceva significantly exceed those of Parthus.

This criteria does not support either Ceva or Parthus as the acquirer for accounting purposes but in an IP
company net income is-a more important factor than tangible assets.

Distribution of cash

Immediately prior to the closing, Parthus will distribute a $60 million cash repayment of capital to its
shareholders. : :

. The total consideration received by Parthus’ shareholders includes both cash and shares. According to this
criteria, Ceva is the accounting acquirer.

Ceva is the issuer of the shares in the transaction, and accordingly the legal acquirer.

The FASB notes that in general no one factor set force above is more important than another in identifying
the acquirer. Based on the above guidance and analysis, considering especially the fact that DSP Group’s
stockholders will hold more than 50% (on an actual and on a fully diluted basis) of the voting stock of
ParthusCeva, the existence of the management committee, that the Chairman of the board of directors of
ParthusCeva is currently an employee of DSP Group, the existence of. voting agreements between the largest
minority stockholders of ParthusCeva, that the former shareholders of Parthus will receive a $60 million cash
repayment of capital and that Ceva is the legal acqulrer we came to the conclusion that the acqulrer for
accounting purposes is Ceva: : ‘

The business combination of Parthus and Ceva requires management to estimate the fair value of the assets
acquired and liabilities assumed in the combination. These estimates of fait value are based on our business plan
for the entities acquired including redundancies, restructuring, use-of assets acquired and -assumptions as to the
ultimate resolution of obligations assumed for which no future benefit will be received. Should the actual use of
assets or resolution of obligations differ from our estimates, revisions to the estimated fair values would be
required. If a change in estimate occurs after one year of the acqulsmon the change would be recorded in our
statement of operatlons : '
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. Goodwill and Other Identifiable Intangibles

We assess the impairment of goodwill and other identifiable intangibles whenever events or changes in
circumstances indicate that the carrying value may not be recoverable. Some factors we consider important
Wthh could trigger an impairment review include the followmg

» Significant under performance relative to expected historical or projected future operating results

* Significant changes in the manner of our use of the acquired assets or the strategy for our overall
business; and

+  Significant negative mdustry or economic trends.

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” on January 1, 2002 we will
ceased amortizing goodwill arising from acquisitions completed prior to July 1, 2001. In lieu of amortization, we
are required to perform an initial impairment review of our goodwill in 2002 and an annual impairment review
thereafter. If we determine through the impairment review process that goodwill has been impaired, we would
record the impairment charge in our statement of operations.

Accounting for Stock Based Compensation

In accordance with the provisions of the Financial Accounting Standards Board’s (“FASB™) Statement of
Accounting Standard No. 123, “Accounting for Stock-Based Compensation” (“SFAS No. 123”), the Company
has elected to follow the Accounting Principles Board’s Opinion No. 25, “Accounting for Stock Issued to
Employees and the related interpretations” (“APB No. 25”) in accounting for its employee stock based
compensation plan. Because the transfer of the assets and liabilities and employees from DSP Group to Ceva has
not yet occurred, the measurement date for valuing the options that had previously granted to Ceva employees
will be taking place upon the separation. Consequently, on the measurement date (i.e., separation date)
compensation expense, which will be calculated as the difference between actual fair value of ParthusCeva’s
shares on the separation date (i.e., first trading date) and the exercise prices of the options multiplied by the
number of options granted to Ceva employees, may need to be recognized. For the vested options the stock
compensation expenses will be recorded immediately on the separation date. For the unvested options, the
compensation expenses will be recorded ratably over the remaining vesting period.

Results of Operations for the DSP Cores Licensing Business
Six Months Ended June 30, 2002 and 2001
Total Revenues

‘The total revenues for the DSP cores licensing business decreased to $8.7 million for the six months ended
June 30, 2002 from $13.0 million for the six months ended June 30, 2001. This decrease of 33% was due to
decreased revenues from licensing royalty revenues in our DSP cores licensing business, as well as decreased
technical support and other revenues primarily due to the slowdown in the global economy, which affected our
ability to sign new license agreements

Licensing and royalty revenues accounted for 81% of the total revenues for the DSP cores licensing business
for the six months ended June 30, 2002, as compared to 82% of the total revenues for the same period in 2001.
Technical support and other revenues accounted for 19% of the total revenues for the DSP cores licensing business
for the six months ended June 30, 2002, as compared to 18% of the total revenues for the same period in 2001.

We had three customers who generated more than 45% of the revenues for our DSP cores licensing business
_in the six months ended June 30, 2002, with revenues from these three licensees accounting for approximately
19%, 14% and 12% of total revenues in that period. Revenues from four licensees generated more than 71% of
the revenues for our DSP cores licensing business in the six months ended June 30, 2001, with revenues from
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these four licensees accounting for approximately 21%, 18%, 17% and 15% of total revenues for the DSP cores
licensing business in that period. Generally, the composition of our significant customers that generate greater
than 10% of revenues for our DSP cores licensing business varies from quarter to quarter because we generally
recognize a substantial amount of the revenues derived from a license agreement during the quarter that the DSP
cores technology is delivered to the customer, which is typically during the quarter of signing of the license
agreement. As a result, revenues in any given quarter for our DSP cores licensing business are largely dependent
on our ability to enter into license agreements with new customers.

_Licensing and Royalty Revenues.

- Licensing and royalty revenues for our DSP cores licensing business decreased for the six months ended
June 30; 2002 to $7.0 million from $10.7 million for the same period in 2001. This decrease of approx1mately
34% was primarily due to decreases in both licensing revenues and royalty revenues.

Licensing Revenues

Licensing revenues for the DSP cores licensing business decreased to $4.7 million for the six months ended
June 30, 2002 from $7.0 million for the six months ended June 30, 2001. The decrease of approximately 33%
was primarily due to the fact that we received greater revenues from certain of our agreements in 2001, as
compared to 2002, primarily because we were able to negotiate higher licensing fees for certain of our products
in 2001. We believe our ability to enter into new license agreements in 2002 was particularly hindered by, .the
slowdown in the global wireless and cellular market.

Unit and Prepazd Royalty Revenues

© Unit and prepald royalty revenues for our DSP cores licensing business were $2.3 million for the six months
ended June 30, 2002, as compared to $3.7 million for the six months ended June 30, 2001. We had nine and
seven unit royalty-paying licensees ‘in this business for the six months ended June 30, 2002 and 2001,
respectively. The decrease was primarily due to lower per-unit royalties from some of the license agreements in
our DSP cores licensing business due to volume pricing, as well as lower overall quantities of products shipped
by our licensees that incorporated our technology (mostly in the cellular and hard disk drive markets) for the six
months ended June 30, 2002, as compared to the same period in 2001. Royalty-generating licensees for our DSP
cores licensing business reported sales of 41.2 million chips incorporating our technology for the six months
ended June 30, 2002, as compared to 46.7 million DSP core-based chips for the same period in 2001.

One royalty-generating licensee accounted for 19% of the total revenues for the DSP cores licensing
business for the six months ended June 30, 2002.

Technical Support and Other Revenues

.Technical support and other revenues for the DSP cores licensing business decreased to $1.7 million for the
six months ended June 30, 2002 from $2.3 million for the six months ended June 30, 2001. The decrease of
approximately 26% was primarily due.to the provision of fewer technical support and related services to our DSP
cores licensees in 2002, as compared to 2001, primarily as a result of the slowdown in the global wireless and
cellular markets.

Geographic Revenue Analysis

For the six months ended June 30, 2002, revenues for the DSP cores licensing business in the United States
represented 34% of the total revenues for the DSP cores licensing business, while Japan represented 8%, the rest
of Asia represented 9% and Europe ‘and the rest of the world represented 49% of our total revenues. For the six
months ended June 30, 2001, revenues for the DSP cores licensing business in the United States represented 24%
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of the total revenues, while Japan represented 19%, the rest of Asia represented 19% and Europe and the rest of
the world represented 38% of our total revenue.

Cost of Revenues

Cost of revenues for-the DSP cores licensing business was $616,000 for the six months ended June 30,
2002, as- compared to $607,000 for the six months ended June 30, 2001. Cost of revenues for the DSP cores
licensing business accounted for 7% of the total revenues for the DSP cores licensing business for the six months
ended June 30, 2002, as compared to 5% of the total revenues for the six months ended June 30, 2001. The
increase was primarily due to our lower revenues for the six months ended June 30, 2002, as compared to the
same period in 2001. The above resulted in total gross profits for our DSP cores licensing business of 93% and
95% for the six months ended June 30, 2002 and 2001, respectively. Cost of revenues consisted for our DSP
cores licensing business mainly of payroll of employees involved in. providing various technical and support
- services to our customers and associated facilities expenses. '

Research and Development Expenses, Net

Research and devélopment expenses for the DSP cores licensing business, net of related research grants we
received from the Office of Chief Scientist of Israel magnet programs, were $3.2 million for the six months
ended June 30, 2002, as compared to $2.7 million for the six months ended June 30, 2001. For the six months
ended June 30, 2002, we recorded $558,000 in research grants from the magnet programs for the DSP cores
licensing business. For the six months ended June 30, 2001, we recorded $153,000 in these research grants. We
have no obligation to pay royalties on the intellectual property developed using these research grants, and all
monies received are non-refundable. The increase of approximately 20% in research and development expenses
in 2002, as compared to 2001, was primarily due to an 8% increase in the number of engineering personnel and
‘additional investment in the development of our new XpertTeak platform. Research and development expenses
as a percentage of total revenues for the DSP cores licensing business were approximately 37% for the six
months ended June 30, 2002, as compared to 21% for the six months ended June 30, 2001. The increase of 16%
was primarily due to lower revenues for the six months ended June 30, 2002, as compared to the same period in
2001. Research and development expenses for our DSP cores licensing business consisted mainly of payroll for
employees involved in research and development, depreciation and maintenance fees relating to equipment and
software tools and associated facilities expenses.

Sales and Marketing Expenses

Sales and marketing expenses for the DSP cores licensing business increased by 12% to $1.5 million for the
six months ended June 30, 2002 from $1.3 million for the same period in 2001. This increase was primarily due
to an increase in the number of sales and marketing personnel as a result of increased sales and marketing efforts.
Sales and marketing expenses as a percentage of total revenues for the DSP cores licensing business were 17%
for the six months ended June 30, 2002 as compared to 10% for the six months ended June 30, 2001. The
increase was primarily due to lower revenues for the six months ended June 30, 2002, as compared to the same
period in 2001. Sales and marketing expenses for our DSP cores licensing business consisted mainly of payroll of
direct sales and marketing employees, sales commissions, production of marketing literature and trade show
expenses. ~

General and Administrative Expenses

General and administrative expenses for the DSP cores licensing business were $1.4 million for both of the
six months ended June 30, 2002 and 2001, respectively. General and administrative expenses as a percentage of
total revenues for the DSP cores licensing business were 16% for the six months ended June 30, 2002, as
compared to 10% for the six months ended June 30, 2001. The increase was primarily due to lower revenues in
our DSP cores licensing business for the six months ended June 30, 2002, as compared to the same period in
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2001. General and administrative expenses for our DSP cores licensing business consisted mainly of allocated
employee, accounting, legal, facility. and maintenance costs.

F mancml Income, Net

Financial income, net, for the DSP cores licensing business. was $50 O()O for the six months ended June 30,
2002, as compared to $221,000 for the six months ended June 30, 2001. This decrease was due primarily to lower
net income for in DSP cores licensing business for the six months ended June 30, 2002, as compared to the same
period in 2001, which resulted from less income for investment purposes.

‘Taxes on Income

The DSP cores licensing business had an effective tax expense of $0.5 million and $1.1 million for the six
months ended June 30, 2002 and 2001, respectively. The overall effective tax rate for the six months ended June
30, 2001 was lower than the effective tax rate for the same period in 2002, due to a lower percentage of its
revenues generated in the United States, which are subject to higher tax rates than revenues earned elsewhere
because revenues earned elsewhere generally benefit from Israeli tax holiday treatment and tax-exempt income
status. Revenues generated in the United States for the DSP cores licensing business represented 34% of its total
revenues for the six months ended June 30,2002, as compared to 24% of total revenues for the six months ended
June 30, 2001. - ‘

Years Ended December 31, 2001 and 2000
Total Revenues’ '

Total revenues for our DSP cores licensing business were $25.2 million in 2001, as compared to
$22.9 million in 2000. This increase of 10% was primarily the result of an increase in- revenues from new
licensees of our technology and hlgher number of technical. support agreements

Licensing and royalty revenues. accounted for 83% of the total revenues for the DSP . cores licensing
business in 2001, as compared to 87% of. the total revenues in 2000. Technical support and other revenues
accounted for 17% of the total revenues for the DSP cores licensing business in 2001, as compared to 13% of the
total revenues in 2000. Revenues from three customers accounted for 24%, 15% and 14% of the total revenues
for the DSP cores licensing business in 2001. Revenues from one customer accounted for 18% of the total
revenues for the DSP cores licensing business in 2000.

Licensing and Royalty Revenues

Licensing and royalty .revenues 1ncreased in 2001 to $21.0 million from $20 0 million-in 2000 This increase
of 5% was primarily due to an increase in licensing and royalty revenues. that was off-set by a shght decrease in
royalty revenues.’ : : '

Licensing Revenues

- Licensing revenues for the DSP cores licensing business increased by 9% to $13.7 million in 2001 from
$12.6 million in 2000 primarily due to more revenues received from certain of our agreements in 2001, as
compared to 2000, primarily as a result of higher licensing fees we were able to negotlate for the hcensmg of
certain of our products in 2001. ‘

Unit and Prepaid Royalty Revenues

Unit ‘and prepaid royalty revenues for the DSP cores licensing business in 2001 were $7.3 million, as
compared to $7.4 million in 2000, representing a:slight decrease of 1%. Our royalty-paying licensees reported
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sales of 79.2 million units of DSP core-based chips incorporating our DSP core technology in 2001, as compared
to 111.3 million units in 2000. To date, a majority of the royalties for our DSP cores licensing business have been
from PineDSPCores and OakDSPCores. In 2001, our first TeakLite DSP Core licensee started to ship products
utilizing our TeakLite technology, and 47% of our total unit and prepaid royalties in 2001 were generated from
the agreement with this TeakLite DSP core licensee, which generates higher royalty revenues than our license
agreements for Pine and Oak Cores. In the future, we expect more of the royalties for our DSP cores licensing
business to be derived from our newer products, Teak, TeakLite and PalmDSPCore.

Technical Support and Other Revenues

Technical support and other revenues for the DSP cores licensing business increased to $4.3 million in 2001
from $2.9 million in 2000, representing an increase of 48%. This growth was driven mainly by the increasing
number of technical support agreements we entered into with our hcensees and the broader offering of
applications, services and development tools we licensed in 2001.

Geograpktc Revenue Analyszs

"In 2001, revenues generated in the Unites States for the DSP cores licensing business represented 43% of its
total revenues, while Japan represénted 13%; the rest of Asia represented 16% and Europe and the rest of the
world represented 28%. In 2000, revenues generated in the United States represented 52% of total revenues for
the DSP cores licensing business, while Japan represented 15%, the rest of Asia represented 12% and Europe and
the rest of the world represented 21%. The decrease in the revenues generated in the United States was primarily
due to fewer licensing deals signed with U.S. companies and recognized in 2001, as compared with 2000.

Cost of Revenues

Cost of revenues for the DSP cores licensing business increased significantly to'$1.3 million in 2001 from
$0.4 million in 2000. The increase was primarily due to an increase in support personnel of 233% for our DSP
cores licensing business, as our business grew and we began to provide more support to our licensees. We expect
the cost of revenues for our DSP cores licensing business to increase in the future as we continue to expand our
technical support services for the DSP cores licensing business. Cost of revenues accounted for 5% of the total
revenues for our DSP cores licensing business in 2001, as compared to 2% of its total revenues in 2000.

Research and Development Expenses, Net

Research and development expenses, net, for the DSP cores licensing business increased by 6% to
$5.1 million in 2001 from $4.8 million in 2000. Research and development costs for the DSP cores licensing
business are net of related research grants from the Office of Chief Scientist magnet programs. in Israel. In 2001
and 2000, we recorded $542,000 and $578,000, respectively, in these research grants from the magnet programs.
We have no obligation to pay royalties on the intellectual property developed using these grants, and all monies
received are non-refundable. The increase of approximately 6% in research and development expenses for the
DSP cores licensing business in 2001, as compared to 2000, primarily resulted from a slight increase in
engineering personnel. We intend to continue to expand our research and development efforts to focus on the
development of DSP cores with high. performance, low power. consumption and manufacturing process
independence, while maintaining compatibility with our existing DSP cores products. Research and development
expenses for the DSP cores licensing business, as a percentage of the total revenues for the DSP cores licensing
business, were 20% in 2001, as compared to 21% in 2000.

Sales and Marketing Expenses

Sales and marketing expenses for the DSP cores licensing business increased to $2.9 million in 2001 from
$2.5 million in 2000. The increase of approximately 16% in sales and marketing expenses in 2001, as compared
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to those in 2000 was primarily due to an increase in commissions paid to our sales representatives. In addition,
we incurred higher facility and overhead costs for the services we used from DSP Group’s Japanese subsidiary,
Nikon DSP K.K., which provides marketing and sales services for our DSP cores licensing business in Japan, and
an increase in our market data research and communications efforts. Sales and marketing expenses as a
percentage of total revenues for the DSP cores licensing business, were 12% in 2001 and 11% i in 2000

General and Administrative Expenses

General and administrative expenses for our DSP cores licensing business were $2.8 million in both 2001
and 2000. General and administrative expenses as a percentage of total revenues for the DSP cores licensing
business decreased to 11% in 2001 from 12% in 2000. The decrease was due to higher total revenues in this
business in 2001 as compared to 2000.

Financial Income, Net

Financial income, net for our DSP cores licensing business was $462,000 in 2001, as compared to $322,000
in 2000. This increase of 43% was due to higher levels of net income in our DSP cores licensing business from
- operations.

Provision for Income Taxes

The DSP cores licensing business had an effective tax rate of 24% in 2001, as compared to 27% in 2000.
‘The decrease in the effective tax rate for the DSP cores licensing business was primarily due to a lower
percentage of its total revenues generated in the United States, which are subject to higher tax rates than revenues
earned elsewhere because revenues earned elsewhere generally benefit from Israeli tax holiday treatment and tax-
exempt income status. Revenues generated in the United States represented 43% of the total revenues for the
DSP cores licensing business in 2001, as compared to 52% of total revenues in 2000. If our United: States
‘revenues increase in the future our effective tax rate may increase as well.

Years Ended December 31, 2000 and 1999
T otal Revenues

Total revenues for the DSP cores licensing business were $22 9 million in 2000, as compared to
$18.2 million in 1999. This increase of approximately 26% was prlmanly due to increases in licensing revenues,
as well as an increase in royalty revenues.

Licensing and royalty revenues accounted for 87% of the total revenues in the DSP cores licensing business
in 2000, as compared to 89% of those total revenues in 1999. Technical support and other revenues accounted for
13% of the total revenues in 2000 for the DSP cores licensing business, as compared to 11% of total revenues in
1999. Revenues from one customer accounted for 18% of the total revenues for this business in 2000, while
revenues from four customers accounted for 15%, 12%, 11% and 10% of its total revenues in 1999.

Licensing and Royadlty Revenues

Licensing and royalty revenues for our DSP cores licensing business increased in 2000 to $20.0 million from
$16.2 million in 1999. This increase of 23% was primarily due to an increase in both licensing and royalty revenues.

Licensing Revenues

Licensing revenues for the DSP cores licensing business increased by 21% from $10.4 million in 1999 to
$12.6 million in 2000, primarily due to an increased number of licenses of our newer DSP cores products.

61




Unit and Prepaid Royalty Revenues

Unit and prepaid royalty revenues for the DSP cores licensing business increased by 26% to $7.4 million in
2000, as compared to $5.9 million in 1999. Royalty-generating licensees of our DSP cores reported sales of
approximately 111.3 million units of DSP core-based chips incorporating our technologies in 2000, as compared
to approximately 55.3 million units in 1999. Unit and prepaid royalty revenues for this business increased by

- 38% in 2000 as compared to 1999,

Technical Support and Other Revenues

Technical support and other revenues for our DSP cores licensing business increased by 45% to $2.9 million
in 2000 from $2.0 million in 1999. This increase was primarily due to a different. mix and pricing for technical
support services and the broader offering of development tools associated with our licenses, as well as a higher
number of technical support agreements in 2000, as compared to 1999.

Geog}aphic Revenue Analysis

In 2000, revenues generated in the United States represented 52% of the total revenues for the DSP cores
licensing business, while Japan represented 15%, the rest of Asia represented 12% and Europe and the rest of the
world represented 21% of these total revenues. In 1999 revenues generated in the United. States represented 25%
of the total revenues. for the DSP cores licensing business, while Japan represented 37%, the rest of Asia
represented 9% and Europe and the rest of the world represented 29% of these total revenues.

Cost of Revenues

Cost of revenues for the DSP cores licensing business was $410,000 in 2000, as compared to $207,000 in
1999. This increase of approximately 98% was due to the addition to our technical support staff of a third
member. Cost of revenues accounted for 2% of the total revenues in 2000 for the DSP cores licensing business,
as compared to 1% of these revenues in 1999.

Research and Development Expenses, Net

Research and development ,expensés for the DSP cores ﬁcensing business increased to $4.8 million in 2000
from $3.2 million in 1999. Research and development costs for the DSP cores licensing business are net of
related research grants from the Office of Chief Scientist magnet programs in Israel. In 2000, we received
$578,000 in these research grants, and in 1999 we received $70,000 in grants. We have no obligation to pay
royalties on the intellectual property developed using these grants, and all monies received are non-refundable.
The 50% increase of our research and development expenses in 2000, as compared to 1999, was primarily due to
an approximate 32% increase in the number of engineering personnel in our DSP cores licensing business, as
well as from higher expenses associated with mask charges for our Teak and TeakLite DSP Cores’ development
chips. Research and development expenses for the DSP cores licensing business, as a percentage of the total
revenues for the DSP cores licensing business, were 21% in 2000 as compared to 18% in 1999.

Sales dnd Mdrkéting Expenses

Sales and marketing expenses for the DSP cores licensing business increased to $2.5 million in 2000 from
$2.0 million in 1999. This increase of 25% was primarily due to an increase in the compensation paid to our sales
and marketing personnel. The increase in expenses was also attributed to our increased sales and marketing
efforts, including travel expenses and higher facility. costs. Sales and marketing expenses for the DSP cores
licensing business were 11%-of our total revenues in both 2000 and 1999.
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General and Administrative Expenses

General and administrative expenses for the DSP cores licensing business increased to $2.8 million in 2000
from $2.5 million in 1999. This increase of 12% was primarily due to an increase in accounting, tax and legal
professional expenses we incurred with respect to preparations for the proposed separation of the licensing
division from DSP Group, including the tax planning and filing of an application with the tax authorities in both
Israel and the United States in order to receive a tax-free ruling for the separation. General and administrative
expenses for the DSP cores licensing business, as a percentage of the total revenues for the DSP cores licensing
business, decreased slightly to 12% in 2000 from 14% in 1999

Financial Income, Net

Financial income, net, for-the DSP cores licensing business was $322,000 in 2000 as compared to $292,000
in 1999. This increase of 10% was pnmanly due to higher levels of net income in our DSP cores licensing
business operations.

- Provision for Income Taxes

The effective tax rate for our DSP cores licensing business was 27% in 2000 as compared to 14% in 1999.
The higher tax rate in 2000 was due to a higher percentage of total revenues generated in the United States,
which are subject to higher tax rates than revenues earned elsewhere because revenues earned elsewhere
generally benefit from Israeli tax holiday treatment and tax-exempt income status. Revenues generated in the
United States for the DSP cores licensing business represented 52% of the total revenues in 2000, as compared to
25% of total revenues in 1999.

DSP Cores Licensing Business qumdlty and Capltal Resources

Prior to the separation of the DSP cores licensing business from DSP Group, all of the year end available
cash from these operations was transferred to DSP Group. As part of the assets contributed to us-in the
separation, DSP Group also contributed a total of the sum of $40 million as initial working capital plus cash
equal to the amount by which the transaction costs of the separation and combination exceeded $2 million.

Operating activities for the DSP cores licensing business provided net cash of $9.5 million in 2001,
$10.6 million in 2000 and $9.1 million in 1999. Cash generated from operations in all three years was primarily
from net income, and, in 2000 and 1999, the corresponding increases in.income-tax payables were additionally
offset by increases in trade receivables. In 2001, our net income was mainly offset by the increase in our trade
receivables. Net cash used during the six months ended June 30, 2002 for operating activities for the DSP cores
licensing business was $2.1 million, as compared to $3.7 million of net cash provided by operating activities for
the six months ended June 30, 2001. Cash used by the DSP cores licensing business during the six months ended
June 30, 2002 was primarily. due to lower income, a decrease in income tax payable and an. increase in other
accounts receivable and prepaid expenses, mainly in connection with the separation and .combination. Cash
generated by this business during the six months ended June 30, 2001 was primarily from net income, which was
off-set by decreases in income tax payable.

Cash flow from operations of .the DSP cores licensing business has been used to fund working capital
requirements, .as well as property and equipment expenditures which to date have been relatively low due to the
fact that the DSP cores licensing business model requires no manufacturing facilities. Capital equipment
purchases of computer hardware and software used in engineering development in the DSP cores licensing
business, the company vehicles, furniture and fixtures amounted to approximately $1.5 million in 2001, $696,000
in 2000 and $832,000 in 1999. Capital expenditures for the DSP cores licensing business were $752,000 during
the six months ended June 30, 2002, as compared to $729,000 during the six months ended June 30, 2001. The
high level of expenditures in 2001 as compared to 2000 and to 1999 was due to investments in new software for
the design of our next generation of DSP cores for our research and development team.
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In the future, we may invest significantly in purchasing new engineering tools for the DSP cores licensing
business and renewing current engineering software licenses that we shared with DSP Group prior to the
separation. We also may invest in integrating our management accountlng, sales and technical support systems
and softwate with those of Parthus. Additionally, as our business expands, we may need to devote increasing
amounts of cash to fund workmg capital needs, pnnc1pally for the ant1c1pated increases in headcount and office
space expansmn

Future éapital requirements for the DSP cores licensing buisiness will depend on a number of factors, including
the timing and rate of the expansion of the business of the new combined company. We anticipate a substantial
increase in our capital expenditures for the combined company to support anticipated growth in operations,
purchases of hardware and software for research and development and increases in personnel. We believe that
current working capital and cash flow from operations of the combined company and the remainder of the $40
million contribution will provide sufficient capital to fund our operations for the next 12 months. We cannot assure
you, however, that the underlying assumed levels of revenues and expenses will prove to be accurate. We may need
to raise additional funds through public or private financing or other arrangements in order to:

* .support more rtapid expansion of the business of the new combined company than we currently
anticipate;

* develop and introduce new or enhanced DSP core designs or services;
* respond to competitive pressures;
» invest in or acquire complementary businesses or technologies; or-

+ respond to unanticipated requirements or developments.

We cannot be certain that external financing will be available to us when we need it on favorable terms, if at
- all. If additional funds are raised through the issuance of equity securities, dilution to existing stockholders may
result. Future debt financings could involve restrictive covenants that - may limit our ability to manage and grow
our business. If sufficient funds are not available, we may not be able to introduce new or enhanced DSP core
designs or related services, expand our operations or compete effectively in-any of our markets any of which
could materially harm our business, financial condition and results of operatlons

Seasonality

We ‘have experienced seasonal variations in the operating results of our DSP cores licensing business.
Historically it has generated more licensing and prepaid royalty revenues in the last quarter of the fiscal year,
which we believe may be due to our licensees’ desire to exhaust their year-end budgets as well as prepare for the
next year’s new design trends. Therefore, licensing and. prepaid royalty revenues for the DSP cores licensing
business may continue to be higher in the fourth quarter, which could result in our revenues being flat or slightly
down in the subsequent fiscal first quarter. See also “Risk Factors.” We depend on a relatively small number of
licensees in each particular period and our inability to enter into new license agreements in a specific period, as
well as other factors, could cause. our operating results to fluctuate significantly, which.may affect our stock price.

DSP Cores Licensing Business—Israeli Taxation and Investment Programs

Our DSP cores licensing business.operations have been granted Approved Enterprise status under Israeli
law under four separate investment plans which were assigned to us from DSP Group in the separation, and one
plan approved for our activities. According to the provisions of such Israeli plans, we have chosen to enjoy
“alternative plan benefits,” which provide for tax exemption in Israel instead-of receipt of governmental grants,
Accordingly, our Israeli subsidiary, Corage, Ltd.’s income from an Approved Enterprise is tax-exempt for a.
period of two or four years, and is subject to a reduced corporate tax rate of 10% or 25% for an additional period
of six or eight years subject to the percentage of the company capital stock which is held by non-Israeli
shareholders. In addition, by virtue of related Israeli law, Corage, Ltd. is entitled to claim accelerated rates of
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depreciation on equipment used by an Approved Enterprise during the first five tax years from the beginning of
use of the equipment. We are currently being taxed under the 10% tax bracket for our DSP cores licensing
business operations outside of the United States. The period of tax benefits is subject to limits of the earlier of 12
years from the commencement of production, or 14 years from receiving the approval and are scheduled to
gradually expire starting in 2005 through 2009. To maintain Corage, Ltd.’s eligibility for these tax benefits, we
must continue to meet several conditions, including making specified investments in fixed assets and equity
funding. According to the fifth approval we received for our operations from the government of Israel, we were
obligated to invest $970,000 in specified properties by the end of 2002. As of June 30, 2002, we have already
invested the required investment amount. Recently we applied for an extension of the plan, pursuant to which we
would invest an additional $1,110,000. We are also obligated to finance thirty percent of these investments by the
issuance of additional shares of Corage, Ltd. to its parent company, DSP Ceva, Inc. However, even if we meet
these conditions, these programs and tax benefits may not continue in the future at their current levels or at any
level, and if we fail to comply with these conditions in the future, the benefits received could be-cancelled, we
may be required to refund tax benefits already received, and we could be required to pay increased taxes.

We also receive funding as part of our participation in research programs supported by the Office of Chief
Scientist operated by Israel’s Ministry of Industry and Trade. We have received $558,000 of royalty-free magnet
grants for the six months ended June 30, 2002, $542,000.in 2001, $578,000 in 2000 and $70,000 in 1999. The
Israeli government has reduced the beneﬁts available under these programs in recent years and has indicated that
it may reduce or eliminate these beneﬁts in the future. .

DSP Cores Licensing Business—Quantitative and Qualitative Disclosures About Market Risk

As a significant part of both the revenues and expenses of our DSP cores licensing business are denominated
in U.S. dollars, we have experienced only insignificant foreign exchange gains and losses to date. However,
although we have not done so to date as part of the DSP cores licensing business, because recent increases in the
volatility of the exchange rate of the NIS versus U.S. dollar could have an adverse effect on the expenses that we
incur in the State of Israel, we may hedge part-of the risk of a devaluation of the NIS in the future, We will
ensure that options and forward contracts meet the requirements of cash flow hedges, as defined by SFAS No.
133 (as discussed further below) and are all effective as hedges of these .expenses. Such amounts will be
recorded in earnings in 2002.

Parthus Overview

Parthus was established in 1993 as a contract' developer of semiconductor intellectual property for
semiconductor manufacturers and- electronic' product manufacturers. - Between 1993 and 1998, Parthus
accumulated -expertise in the design and development of digital, analog, mixed-signal and software technology
for our customers, focusing in particular on data storage technologies.

‘In late 1998 Parthus decided to leverage its existing expertise into new and emerging markets, refocusing its
strategy to become a leading supplier of fully integrated platform solutions to electronic product manufacturers
and semiconductor manufacturers for applications in the mobile Internet market With this strategy, Parthus
generates revenues from IP licensing; IP creation, and Hard IP.

Parthus Principal Developments in 2001

Total revenue for-the year-increased 28% to $40. 9 million from $31.9 million in 2000.. IP licensing revenue
was Parthus’ largest revenue stream, accounting for 72% of its total revenue in 2001. Parthus entered into 25
license agreements during the year, including a portfolio license, with 14 new licensing customers, making a total
of 74 license agreements in place by December 31, 2001. \

In April 2001, Parthus entered into a multi-year technology portfolio licensing and royalty agreement with
STMicroelectronics for the complete suite of its mobile Internet IP platforms. In June 2001 Parthus also acquired
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the remaining 20% minority interest ‘in Silicon Systems Design Limited from STMicroelectronics for
approximately $13.0 million in cash and approximately 18.4 miilion new Parthus ordinary shares.

In May 2001, Parthus completed its acquisition of Chicory Systems Inc., a privately held company based in
Austin, Texas, for approximately $11.7 million in cash and approximately 22.2 million Parthus ordinary shares,
plus contingent consideration of up to a maximum of 21.9 million additional Parthus ordinary shares issuable
upon the achievement of certain performance milestones. Through this transaction, Parthus acquired Chicory’s
advanced technology for accelerating mobile Internet applications by migrating complex systems software into
high-performance silicon. : '

Parthus Recent Developments

In April 2002, Parthus signed an agreement with DSP Group, Inc., and Ceva, Inc., providing for the
combination of Parthus with Ceva, the intellectual property licensing subsidiary of DSP Group, in a merger of
equals. Subject to tax and other regulatory approvals, Parthus anticipates that this transaction will close in the
third quarter of 2002.

In the first quarter of 2002 Parthus announced a broad ranging strategic agreement with UbiNetics, an
established expert and market leader in 3G wireless device technology. Under a license agreement, UbiNetics
will integrate Parthus’ GPRS/GSM technology into its 3G WCDMA silicon and software technologies to create a
fully integrated multi-mode 2.5G/3G (W-CDMA/GPRS/GSM) solution. Parthus will market this multi-mode
2.5G/3G solution as part of its portfolio of technologies, licensing the solution through its global sales channel
and semiconductor relationships. To underpin the alliance, Parthus subscribed for a minority shareholding
interest in UbiNetics.

During the first half of 2002, Parthus actively monitored its level of expenses in light of the continued
weakness in demand for semiconductor devices, reflecting the market softiess for electronic devices generally
and wireless communication devices in particular. As a result, Parthus is discontinuing investments in RF and
silicon hardware acceleration in order to focus its business on DSP and application processing IP, mixed-signal
and wireline communications IP and wireless communications IP. The related reduction in workforce and
realignment of resources is expected to result in the incurrence of a one off restructuring charge durmg the third
quarter of fiscal 2002 in the region of US$3 million.

Parthus Revenue

IP license. The intellectual property that Parthus licenses consists of IP that Parthus developed in its IP .
creation business for other customers in the past, IP developed in Parthus’ research and development activities
and third-party IP, and consists of circuit designs, software and related documentatlon that enable a customer to
produce integrated circuits and related technology and software.

Fees for Parthus’ agreements are payable upon completion of agreed-upon milestones, such as the delivery
of specifications and technical documentation. Each license is designed to meet the specific requirements of the
particular customer and can vary from rights to allow the customer to incorporate Parthus’ technology into the
customer’s own product to the complete design of a “system-on-a-chip” product by Parthus.

Revenue from Parthus’ initial license fees is recognized based on the percentage-of-completion method over
the period from signing of the license to customer acceptance. The amount of revenue recognized is based on the
total license fees under the license agreement and the percentage to completion.achieved. The percentage to
completion is measured by monitoring progress using records of actual time incurred to date on the project
compared with the total estimated project requirements, which corresponds to the costs of earned revenue.
Parthus continuously reviews the expected time of customer acceptance based on-Parthus’ experience with
similar projects and make adjustments in revenue recognition accordingly. As a result of this method of revenue
recognition, payment and the recognition of revenue are often not contemporaneous. This timing difference
means that Parthus typically has deferred, and may occasionally have accrued, revenue on its balance sheet. -
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In addition to the initial license fees, Parthus receives revenue in two additional ways under its license
agreements: re-use fees-and per-unit royalties. Parthus will receive re-use fees each time a manufacturer uses
intellectual property licensed from Parthus to manufacture a different product. Per-unit royalties are calculated
either as a percentage of the licensee’s sale price for products containing Parthus’ [P or as a fixed amount per unit
sold. Alternatively, licensees may pay a one-time buyout fee in lieu of subsequent re-use fees and per-unit
royalties. These per-unit royalties are payable by licensees upon shipment of products and Parthus will recognize
revenue as they are earned. Through December 31, 2001, Parthus had entered into 51 contracts that provide for
Parthus to receive royalties. :

. IP creation. Historically, the most significant component of Parthus’ revenue arose from payments for IP
creation. For 1999, 1P creation accounted for 73% of Parthus’ total revenue, compared with 39% of Parthus’ total
revenue in 2000 and 17% of Parthus’ total revenue in 2001. Parthus expects its new multi-technology portfolio
agreement with STMicroelectronics to result in a further significant reduction in the level of IP creation revenue
in absolute terms and as a percentage of revenue, as a greater proportion of Parthus’ business with
STMicroelectronics will be based on the IP licensing model. As noted above, Parthus’ IP creation contracts are
usually multi-year contracts, [P :creation involves the performance of fee-for-service contracts that are reimbursed
on a time-and-materials basis. It is Parthus’ policy to retain ownership of, or rights to use, the IP created pursuant
to Parthus’ IP creation arrangements. Under the overall terms of a typical IP creation contract Parthus agrees to
perform specific projects. Parthus recognizes revenue from IP creation when the service has been provided and
all obligations to the customer under the contract have been fulfilled.

Hard IP. Parthus refers to the 1ncorporat10n of its intellectual property into reference desrgns (erther as
s1hcon ChlpS or printed circuit boards) as Hard IP.

Parthus Cost of ‘Revenue’

" Cost of IP license revenue 1ncludes related labor costs directly attributable to developing or custonnzmg the
licensed technology to the customer’s specific needs. :

Cost of IP creation revenue includes related labor, travel and other non-recoverable costs directly
attnbutable to consultrng work performed for third parties as well as the costs of support and marntenance
serv1ces to hcensees :

Cost of Hard IP revenue includes labor costs and materials directly attributable  to the productron of
reference boards 1ncorporat1ng Parthus IP.

Parthus Gross Margin

Parthus” IP license margin reflects the economies associated wirh licensing previously developed technology.
Accordingly, Parthus believes that the margins to be earned on Parthus’ IP licensing business will continue to be
significantly higher than the margins earned on either Parthus’ IP creation business or Hard IP business.

Parthus Operatmg Expenses |

Parthus’ operating expenses: increased due to Parthus’ ‘continued investment, 1nterna11y and by acqursrtron
in developlng and hcensmg a strong portfoho of technology platforms

<Research and development expenses. for Parthus consist primarily- of related labor and associated costs
connected with the development of its intellectual property. Because technological feasibility is generally not
established until all design, coding and testing activities are completed, Parthus éxpenses all-development costs
as incurred. Work that Parthus: performs to develop technology for customers on a fee-for-services basis is not
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included in research and development expenses; nevertheless, Parthus generally retains. the right to use
intellectual property developed in this manner. Research and development expenses' include payments that
Parthus makes to third parties to license technology from them when Parthus incorporates their technology into
Parthus’ intellectual property as part of Parthus’ research and development activities. ‘

Sales and marketing expenses for Parthus consist of related labor costs, including commissions, travel and
other costs associated with sales activity, as well as advertising, trade show participation, public relations and
other marketing costs.

General and administrative expenses for Parthus consist primarily of related labor and recruitment costs,
information systems and technology, infrastructure, facilities costs, telephone and other office costs and depreciation.

Parthus Minority Interest

Parthus performed much of its IP creation work through its subsidiary Silicon Systems Design Limited.
STMicroelectronics owned 20% of that subsidiary until June 29, 2001 at which time Parthus purchased its interest.

Parthus Provision for Income Taxes

Parthus operates as a holding company with operating subsidiaries in Ireland, the United Kingdom and the
United States. Each subsidiary is taxed based on the law of the jurisdiction in which it is incorporated. Because
taxes are incurred at the subsidiary level, and one subsidiary’s tax losses cannot be used to offset the taxable
income of subsidiaries in other tax jurisdictions, Parthus’ consolidated effective tax rate may increase to the
extent that Parthus reports tax losses in some subsidiaries and taxable income in others. In addition, Parthus’.tax
rate may be affected by costs that are not deductible in certain jurisdictions for tax purposes, such as amortization
of goodwill. ’

Parthus has significant operations in the Republic of Ireland. Some of Parthus’ Irish operating subsidiaries
are taxed at rates substantially lower than U.S. or UK. tax rates. Two Irish subsidiaries currently qualify for a
10% tax rate, which, under current legislation, will remain in force until December 31, 2010, and three other Irish
subsidiaries qualify-for an exemption from income tax as their revenue source is license fees from qualifying
patents within the meaning of Section 234 of the Irish Taxes Consolidation Act 1997. Parthus currently
anticipates that Parthus will continue to benefit from this tax treatment, although the extent of the benefit could
vary from period to period, and Parthus’ tax situation may change. In addition, if these subsidiaries were no
longer to qualify for these tax rates or if the tax laws were rescinded or changed, Parthus’ operating resuits could
be materially adversely affected. :

Parthus Currency Risk

A portion of Parthus’ revenue, costs, assets and liabilities are denominated in currencies other than the U.S.
dollar. Through 2001, Parthus and all of its subsidiaries, other than Parthus’ U.S. subsidiaries, had functional
currencies other than the U.S. dollar. Parthus has implemented a strategic. shift over the past three years from
being a contractor of semiconductor IP to being a supplier of platform solutions, with emphasis on licensing to
the semiconductor industry. Because this industry is predominantly U.S.-dollar-based, the economic environment
in which Parthus operates has consequently shifted to the U.S. dollar. As a result, beginning Janunary 1, 2002,
" Parthus and certain of its subsidiaries adopted the U.S. dollar as their functional currency. The principal
economic facts and circumstances which led Parthus to conclude a change was appropriate were: (i) the increase
in US dollar denominated cash that Parthus held; (ii) a shift in business focus from intellectual property (IP)
creation (primarily contract research and development) to IP licensing; and (iii) the increase in US operations and
other US dollar denominated costs. Each of these factors is described in more detail below.
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Change in Capitalization

Prior to Parthus’ initial public offering in May 2000, Parthus satisfied its working capital requirements and
fixed asset expenditures through cash generated by operatlons and equity private placements. In May 2000,
Parthus received approximately US$140.2 million of gross proceeds from the initial public offering of its
ordinary .shares and ADSs, and in November 2000, Parthus received approximately US$23.9 million of gross
" proceeds from a follow-on offering of Parthus’ ordinary shares and ADSs. Over 90% of Parthus’ current cash
balances are held in US dollar accounts which Parthus draws on as required to fund working capital requirements
and fixed asset expenditures.

Change in Business Focus

Parthus has historically derlved the maJorlty of its revenues from research and development contracts. The
cash inflows and outflows under these arrangements were generally in currencies other than the US dollar
(predominantly the Irish pound). Beginning in 1998, Parthus decided to change the strategy for its business and
focus on the development and subsequent licensing of intellectual property. The change in strategy has meant
that Parthus’ cash inflows have become predominantly denominated in US dollars over time. Parthus markets its
intellectual property to the semiconductor industry and the pricing of Parthus’ intelectual property licenses is
almost entirely denominated in US dollars. Parthus’ success in implementing its strategy has resulted in the
following changes in the US dollar cash flows over the past three years.

Year ended December 31,

e w2

Parthus USS$ revenue as a percentage of total revenues........ . 30% . 61% 85%
Parthus US$ cash expenses as a percentage of total cash . 4

EXpEnses ........... SOOI 19% 29% 41%

Increase in US Operations and US Dollar Costs

Parthus’ cash expenses exceeded its revenues in each of the past three fiscal years. As part of Parthus’
change in strategy, Parthus has experienced growth in US-based business, both organically and through
acquisition, in particular the acquisition of Chicory Systems, which is included in Parthus’ results of operations
for only 7 months of the year ended December 31, 2001. Parthus’ US sales force has more than doubled from 5 at
December 31, 1999 to 11 at December 31, 2001. Parthus expects this trend to continue in 2002 with continued
growth in the percentage of US dollar expenses due to the continued growth in Parthus’ sales force and expected
increases when Chicory is consolidated in Parthus’ financial statements for a full 12 month period.

Parthus’ business continues to develop in line with the strategy outlined above and, whllc a clear date
change was not evident, Parthus deemed January 1, 2002 an appropriate date from which to apply the amended
functional currency. This ]udgment was reached following consideration of all of the above factors but was
mainly due to the change in cash outflows, which currently exceed inflows.

Parthus does not anticipate that either changes in the underlying facts and circumstances noted above, or the
change in functional currency, will have a material impact on Parthus’ business or financial statements.

Certain of Parthus’ subsidiaries continue to use functional currencies other than the U.S. dollar. These
currencies- may fluctuate significantly -against the U.S. dollar. As a result of such currency fluctuations and the
- conversion- to U.S. dollars for financial reporting purposes, Parthus may experience fluctuations in its operating
results on an annual and a quarterly basis. Parthus-has not in the past, but we may in the future, hedge against
fluctuations in exchange rates. Future hedging transactions may not successfully mitigate losses caused by currency
fluctuations. Parthus expects to «continue to experience the effect of exchange rate fluctuations on an annual and
quarterly basis, and currency fluctuations could have a material adverse impact on Parthus’ results of operations.
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The conversion to the euro has not had a material effect on the pricing of, or the market for, Parthus’
licenses and services, and Parthus does not expect the conversion will have a material effect in the future.

Parthus Results of Operations

The following table presents Parthus’ results of operatlons expressed as a percentage of total revenue, after

giving effect to rounding, for the periods indicated: -

Revenue:

IP license.............. eererrer oo ee e s enenena

TOtAl TEVENUE ...cveeeveiteerereeeeerereeeeeereeresesieeens

Cost of revenue:

Total cost of TEVENUE ....covvveveveeeviieiee e,
© GrOSS MATZIN c.vvneeeiereiireierireessercsreesrrene e e reneseseone

Operating expenses:

Research and development............cconiviiininnnen
Sales and marketing .........cccevevvevcrvecerenenecrcnennenn
General and administrative ......o.c.ccccovenenrvcreennne

Amortization of goodwill and intangible assets

In-process research and development charge.......
Restructuring charge ........c..cocoovvevninnceicnnnenne.
ParthusCeva combination COStS.........cc...overeruenn.
" Loss on disposal of Tacility .......cccooeeriererrrnrinnns

Total operating eXpenses........ccocoevvercrvecnnen

L 0SS frOMm OPETALIONS .........ovvereeerereerersrneerssisesensesssnsenas

Other income:

Interest inCOmMe, NEt........veevveveirieeciieecieeeree e,
Exchange gain, net....... e e

MiInority iRterest.......cccovereriereriiieriiere e

Loss before income taxes.................... reerere et
Provisions for income taxes .....oocccoeveeevvvvernvreennnen. e

INELLOSS ..ottt e tre s sne s e saae e

. Parthus six months ended June 30, 2002 compared with six months ended June 30, 2001

Revenue

) Six Months Ended
Year Ended December 31, June 30,
1999 2000 2001 2001 2002
................ 2% 0% 3% 65%  87%
................ 73 -39 17 22 7
................ — 11 10 13 6
................ 100~ 100 100 100 100
................ 5 9 12 11 14
................ 4426 12 15 5
................ — 7 5 7 3
................ 49 42 29 33 22
................ 51 58 71 67 78
................ 37 60 73 69 63
................ 13 28 27 28 21
................ 16 30 19 19 14
................ —_ 3 22 8 3
................ — —_— 27 - —
................ - - 2 — —_—
................ — — — —_ 7
................ — — — — 1
................ 66 121 170 124 109
................ (15) (63) (99) (58) - (3D
................ 1 16 16 19 6
................ 1 1 (1) — (1)
................ — (1) — — _
................ (13) @7 84)  (39) (26)
................ — (3) 1) @ =
................ 13)% (50)% (85)% . (4% (26)%

" Total revenue for Parthus for the six months ended June 30, 2002 amounted to $21.5 million, up 8% over the
first half 2001 total revenue of $19.9 million. The increase in total revénue was due to the increase in IP license
revenue, offset by a continued anticipated decrease in IP creation revenue and a decrease in Hard IP revenue.

IP licensing and royalty revenue for Parthus grew to-$18.8 million, up 44% year-on-year from $13.0
million in the first half 2001, reflecting strong licensing activity. Parthus’ royalty revenue increased to $1.0
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million, up 266% year-on-yeaf from $282,000 in the first half 2001 as customers are shipping products mainly in
the consumer electronics area.

IP creation revenue for Parthus declined to $1.4 million, down 67% year-on-year from $4.3 million in the
first half of 2001. The decrease was attributable to a planned reduction in the number of IP creation engagements
in 2002 as Parthus continued fo focus its resources on expanding its IP license business.

Hard IP revenue for Parthus declined to $1.3 million, down 51% year-on-year from $2.6 million in the first
half of 2001. .

Cost of revenue

Total cost of revenue for Parthus decreased in the first half of 2002 to $4.6 million from $6.6 million for
the same period last year, a 30% decrease year-on-year. Parthus’ total gross margin increased to 78% for the first
half of 2002, from 67% in the first six months of 2001. This reflects the continuing change in business mix to
higher margin 1P licensing and royalty revenue, which represents 87% of total revenue in the first half 2002. '

" Cost of IP licensing and royalty revenue for Parthus increased By 37% to $2.9 million or 16% of its IP
licensing and royalty revenue year-on-year from $2.1 million or 17% of IP licensing and royalty revenue

'Cost of IP creation revenue for Parthus decreased by 67% to $1 million or 70% of IP creation revenue year-
on-year from $3 million or 71% of IP creation revenue. The absolute decrease in the cost of its IP creation
revenue reflects lower IP creation revenue for the period.

Cost of Hard IP revenue for Parthus decreased by 51% to $0.7 million or 54% of Hard IP revenue year-on-
- year from $1.4 million or 54%: of its Hard IP revenue. The absolute decrease in the cost of Hard IP revenue
reflects lower Hard IP revenue for the period.

Operating expenses

Total operating expenses for Parthus, excluding merger expenses in comnection with' the proposed
combination with Ceva, declined $2.7 million or 11% from $24.8 million to $22.1 million, principally reflecting
the full benefits of the cost mariagement program in 2002 and lower amortization costs of $1 million following
Parthus’ adoption of SFAS 142 on 1 January 2002 which changes the accounting for goodw111 from an
amortlzanon method to an 1mpa1rment approach only.

Research and development expenses for Parthus declined $228,000 or 2% year-on-year to $13.5 million
from $13.7 million in the first half of 2001. The 2002 period includes increased expenses associated with the
business Parthus acquired from Chicory Systems, Inc., which Parthus completed near the end of the first half of
2001. This increase in costs was offset by the reduction in costs arising from Parthus’ reduced investment in
2.5/3G development and the impact of Parthus’ cost reduction measures begun in the fourth quarter of 2001.

Sales and marketing expenses for Parthus decreased by $1.1 million.or 19% year-on—y_éar to $4.6 million
from $5.6 million in the first half of 2001, reflecting targeted cost savings in 2002.

General and administration expenses for Parthus declined by $690,000 or 18% yeai—on-year to $3.1
million from $3.8 million in the first half 2001, reflecting the benefits of the cost management program in 2002.

Amortization of goodwill & intangibles for Parthus decreased $994,000 to $680,000 in the first half 2002
from $1.7 in the first half 2001, reflecting changes in the accounting for goodwill from an amortization method to
an impairment-only approach following the adoption of SFAS 142 on 1 January 2002. '
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Merger expenses for Parthus associated with the proposed transaction with Ceva amounted to $1.5 million.

Other

Interest income and similar income for Parthus amounted to $1.3 million for the first half of 2002,
compared with $3.8 million for the first half of 2001. This decrease in interest income reflects Parthus’ lower
cash balances and the lower interest rate environment in the first half of this year. The most significant changes
in cash in the period relates primarily to acquisitions of $25 million during the first half of 2001.

Net loss for Parthus was $5.6 million, representing a loss of $0.010 per ordinary share or $0.095 per ADS.
This represents a 32% decline in the overall reported net loss for the company from the same period last year.

Parthus 2001 Compared with 2000
Revenue

Total revenue for Parthus increased by 28% from $31.9 million in 2000 to $40.9 million in 2001. The
increase in total revenue was due to the increase in IP license revenue and Hard IP revenue, offset by a continued
anticipated decrease in IP creation revenue. Parthus continued to expand its customer base in 2001, while
maintaining and extending existing key relationships. Revenue from Parthus’ largest customer,
STMicroelectronics, although higher in absolute terms, decreased to 31% of total revenue compared with 39% in
2000, a direct result of broadening Parthus’ customer base.

- In'terms of geographic spread, Parthus improved its penetration into the Asian market, which accounted for
11% of total revenue in 2001 compared to 6% in 2000. The United States and Europe represented 47% and 42%
of total revenue in 2001 respectively, compared to 2000 when each represented 47% of its total revenue.

IP license revenue for Parthus increased by 87% from $16.1 million, or 50% of total revenue, in 2000 to
$30.0 million, or 73% of total revenue, in 2001. The increase reflects the strong licensing activity during 2001. IP
license revenue from Parthus’ royalties increased to $532,000 compared to $124,000 in the previous year.
Royalty revenue was first recognized in the third quarter of 2000.

IP creation revenue for Parthus decreased from $12.4 million, or 39% of total revenue, in 2000 to $6.8
million, or 17% of t_otal revenue, in 2001. This decrease was attributable to a planned reduction in the number of
IP creation engagements in 2001 as Parthus continued to focus its resources on expanding its IP license business.

Hard IP revenue for Parthus increased by 2% from $3.4 million, or 11% of total revenue, in 2000 to $4.2
million, or 10% of total revenue, in 2001. Parthus expects Hard IP revenue to remain relatively constant in
- absolute terms but to decrease as a percentage of total revenue over the next several years.

" Cost of Revenue

Total cost of revenue for Parthus decreased by 11% from $13.4 million, or 42% of total revenue, in 2000 to
$12.1 million, or 29% of total revénue, in 2001. Parthus’ gross margin increased to 71% in 2001 from 58% in
2000. The increase in total cost of revenue and gross margin was due primarily to the continuing change in
revenue mix, with the majority of revenue derived from higher gross margin IP licensing activity.

Cost of IP license revenue for Parthus increased by 71% from $3.0 million, or 19% of IP license revenue, in
2000 to $5.1 million, or 17% of IP license revenue, in 2001. Parthus expects this line item to continue to decrease
in future periods as a percentage of IP license revenue as Parthus receives royalties from its customers, because
the associated costs are minimal.

.. Cost of IP creation revenue for Parthus decreased from $8.3 million, or 67% of IP creation revenue, in
2000 to $4.8 million, or 70% of IP creation revenue, in 2001. The increase in cost of Parthus’ IP creation revenue
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as a percentage of its [P creation revenue was primarily due to increased-labor costs. Parthus expects that these
costs may continue to increase as a percentage of its IP creation revenue due to continuing-increases in labor
costs.

Cost of Hard IP revenue for Parthus marginally increased from $2.1 million in 2000 to $2.3 million in
2001. Cost of Parthus’ Hard IP revenue as a percentage of Hard IP revenue decreased from 62% in 2000 to 54%
principally due to change in product mix w1th focus on higher margin products :

‘Opvet'atin g Expenses

Total operating expenses for Parthus for 2001 were $69.3 million, an increase of 78%. This increase was
due to Parthus’ continued investment, internally and by acquisition, in. developing and licensing a strong
portfolio of technology platforms. The investment has resulted in higher engineering staff, facilities costs, patent
" costs and depreciation charges for Parthus throughout, as planned, 2001. Parthus incurred a one-time non-cash
charge of $10.9 million in the third quarter 2001 relating to in-process R&D in connection with its acquisition of
Chicory Systems Inc. Parthus also incurred a restructuring charge of $765,000, representing severance charges
following a headcount reduction of 29 employees in December 2001. Amortization charges for Parthus for 2001
of $9.2 million increased by $8.1 million from $ 1.1 million in 2000 reflecting the impact of acquisitions made
during 2001. Non-cash stock compensation expense for Parthus decreased from $5.5 million in 2000 to $1.8
million in 2001 due to one-time charges in 2000. The increase also reflects the continued expansion of Parthus’
sales and marketing and administrative capabilities to support and leverage Parthus’ investments. As previously
noted, Parthus continues to actively evaluate its level of expenses against current revenue expectations, and
anticipates that it may be necessary to effect a reduction in its Workforce and to take other cost reduction
measures. '

Research and development expenses for Parthus, the largest element of operating expenses, increased by
57% from $19.1 million, or 60% of its total revenue, in 2000 to $30.0 million, or 73% of total révenue, in 2001.
Parthus views research and development as a principal strategic investment and has continued its commitment to
invest heavily in this area. This commitment is reflected primarily in higher labor and associated costs resulting
from increased headcount throughout 2001 and increased investment in design tools and sub-contract design. The
number of Parthus research and development personnel was 307 at December 31, 2001 compared with 308 in
2000 and during 2001 peaked at 336. Included in Parthus’ research and development expenses is a non cash stock
compensation charge of $1.4 million which increased from $0.9 million in 2000.

Sales and marketing expenses for Parthus increased by 22% from $9.0 million, or 28% of total revenue, in
2000 to $11.1 million, or 27% of total revenue, in 2001. The increase primarily resulted from the recruitment of
additional sales personnel into Parthus’ existing sales operations to a péak of 49 during 2001 compared to 40 in
2000, related sales commissions and increases in Parthus’ direct marketing activities and travel costs.

General and administrative expenses for Parthus decreased by 24% from $9.7 million, or 30% of total
revenue, in 2000 to $7.4 million, or 19% of total revenue, in 2001. Included in general and administrative
expenses is a non cash stock compensation charge of $0.2 million which decreased from $4.5 million in 2000.
The charge in 2000 included a one-time non cash compensation expense of $4.3 million as a result of stock
options which were granted to some ‘of Parthus’ executives. Excluding the non-cash stock compensation charge,
general and administrative expenses increased by 37% from $5.2 million in 2000 to $7.2 million in 2001. This
increase reflects the additional infrastructure costs associated with the successful 1ntegrat10n of Parthus
acquisitions and increased facility costs arising from additional sales locatlons :

Amaortization of goodwill and intangible assets for Parthus increased from $1.1 million in 2000 to $9.2
million-in 2001. The increase related primarily to the amortization of goodwill of $7.8 million on Parthus’
acquisitions of Chicory Systems Inc. and the remaining 20% mmorlty interest in Silicon Systems Design
Limited.
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In-process research and development charge for Parthus of $10.9 million in 2001 represents a one time
non cash charge relating to Parthus’ acquisition of Chicory Systems Inc.

The value assigned to purchased in-process technology related to. two microprocessor architecture projects,
designated as Project A and Project B, was $7,370,000 and $3,525,000, respectively. These projects involved the
development of technology to accelerate Internet applications by migrating complex software to silicon chips.
Technological feasibility or commercial viability of these projects was not established at the acquisition date. These
products were considered to have no alternative future use other than the technological indications for which they
were in development. Projects A and B were estimated to be 80% and 50% complete, respectively, estimated costs
to completion of these products were approximately $570,000 and $700,000, respectively, and discount rates of
35% and 40%, respectively, were used. Both projects involve completion of hardware and software elements. The
hardware component must be finalized before the software piece (consisting of validation work, completion of the
driver code, etc.) can be started. At the valuation date, Project A had not completed the software element and Project
B had not completed the hardware component. These projects were expected to be completed by the end of 2001
when Parthus expected to commence sales of the products. The principal risks relating to the development of the
Project A product technology include developing the reference software and reference manual, testing and
debugging. The: principal risks relating to the development of the Project B product technology include completing
the micro-architecture, developing the driver code and software for the end product, debugging and testing. Each of
these steps must be completed before the products can be released into the market.

Parthus’ primary focus was on the completion of Project A, not only as a stand-alone architecture, but also
with the ability to fully integrate it with existing and future Parthus technology platforms. Costs of approximately
$700,000 were incurred on the completion of the Project A architecture. Project A was completed, in line with
expectations, in the fourth quarter of 2001 and is the primary architecture used in Parthus’ Machstream platform
technology, which Parthus is currently licensing.

In the third quarter of 2001 after a.strategic review Parthus decided to suspend further investment in
Project B. Parthus. does not believe that this refocus of effort will adversely impact Parthus’ overall expected
return on investment, future results and financial condition.

Restructuring charge for Parthus of $765,000 in 2001 represents severance charges following a headcount
reduction of 29 employees in December 2001. : .

Interest Income

Parthus’ interest income, net, increased from $5.3 million in 2000 to $6.4 million in 2001. The increase was
due to higher cash balances held throughout 2001 as a result of the closing of Parthus’ initial public offering in
May 2000 and Parthus’ follow-on offering in November 2000, which generated combined net proceeds to
Parthus of approximately $157 million. This was offset by the lower interest rate environment in 2001 which
-impacted overall returns on cash and cash equivalents invested.

“- Provision for Income Taxes

The provision for income taxes for Parthus was $300,000 in 2001 compared to $1.2 million in 2000 and was
provided for tax liabilities in non-Irish jurisdictions.

Parthus 2000 Compared with 1999
» Revenue .

Total revenue for Parthus increased by 68% from $19.0 million in 1999 to $31.9 million in 2000. The
increase in Parthus’ total revenue was due to the increase in Parthus’ IP license revenue described below as well
as the introduction of Hard IP revenue, offset in part by a planned decrease in IP creation revenue. Parthus
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expanded its customer base significantly in 2000, while continuing to maintain and extend existing key
relationships. Revenue from Parthus’ largest customer, STMicroelectronics, although higher in euro terms,
decreased to 39% of total revenue compared with 68% in 1999, a direct result of broademng Parthus’ customer
base-and a weakening of the euro against the U.S. dollar.

In terms of geographic spread, Parthus entered new markets in Asia in 2000, which accounted for 6% of
total revenue for that year. Parthus also achiéved a greater balance between Europe and the United States as
Parthus’ customer based developed and expanded. Europe and the United States each. represented 47% of
Parthus’ total revenue in 2000 compared 1o 68% and 32%, respectlvely, in 1999.

~ IP license revenue for Parthus mcreased by 208% from $5.2 million, or 27% of total revenue, in 1999 to
$16.1 million, or 50% of its total revenue, in 2000. The increase in its IP license revenue was driven by strong
licensing activity and growth in average deal size. Parthus also recognized IP license revenue from royalties for
the first time in the third quarter of 2000. The amount of these royalties was $124,000 for the year ‘

" IP creation revenue for Parthus decreased by 10% from $13.8 million, or 73% of total revenue, in 1999 to
$12.4 million, or 39% of its total revenue, in 2000. This decrease was attributable both to the weakness of the
euro against the U.S. dollar and to-a planned reduction in the number of IP creation engagements in 2000 as
Parthus continued torefocus its resources on expanding its IP license busmess - :

Hard IP revenue for Parthus was $3.4 million in 2000. Parthus had no Hard IP revenue in 1999. Parthus’
Hard IP revenue derives from its acquisition in March 2000 of the GPS division of Symmetricom Limited.

Cost of Revenue

Total cost of revenue for Parthus increased by 44% from $9.3 million, or 49% of its total revenue, in 1999
to $13.4 million, or 42%.of total revenue, in 2000. Parthus’ gross margin increased to 58% in 2000 from 51% in
1999. The increase in its total cost of revenue and gross margin was due primarily to the continuing change in
revenue mix, with the majonty of revenue derived from higher gross margm IP licensing act1v1ty

_ ' Cost of IP license revenue for Parthus increased by 201% from $983,000, or 19% of IP license revenue, in
1999 to $3.0 million, or 18% of IP license revenue, in 2000.

Cost of IP creation revenue for Parthus remained level at $8.3 million in 1999 and 2000, respectively,
representing 60% of its IP creation revenue in 1999 and 67% of IP creation revenue in 2000. The increase in cost
of IP creation revenue as a percentage of IP creation revenue was primarily due to increased labor costs.

Cost of Hard IP revenue for Parthus amounted to $2.1 million in 2000, the first year in which Parthus
recognized Hard IP revenue. Cost of Hard IP revenue as a percentage of Hard IP revenue was 62% in 2000.

~ Operating Expenses

Parthus’ total. operatlng expenses for 2000 were $38. 9 million, an increase of 209%. ThlS increase was due
to Parthus’ significant investment in developing the licensing and royalty business model and launching key new
product platforms, which resulted in planned higher engineering staff, facilities costs, patent costs and
depreciation charges. The increase also reflects the continued expansion of Parthus’ sales and marketing
capabilities and the opening of sales offices in new geographic regions to support and leverage the R&D effort,
as well as non cash stock compensation charges : :

Research and development expenses, the largest element of Parthus’ operating expenses, increased by
169% from $7.1 million, or 37% of total revenue, in 1999 to $19.1 million, or 60% of total revenue, in 2000.
Parthus views research and development as a principal strategic investment and has continued its commitment to
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invest heavily in this area. This commitment is reflected primarily in higher labor and associated costs resulting
from Parthus’ increased headcount, including through Parthus’ acquisition of the GPS division of Symmetricom
Limited. Parthus’ research and development personnel increased to 308 as of December 31, 2000 from 205 as of
December 31, 1999. Included in Parthus’ research and development.expenses is a non-cash stock compensation
charge of $0.9 million which increased from $36,000 in 1999,

Sales and marketing expenses for Parthus increased by 260% from- $2.5 million, or 13% of its total
revenue, in 1999 to $9.0 million, or 28% of total revenue, in.2000. The increase primarily resulted from the
recruitment of additional sales personnel into Parthus’ existing sales operations, the expansion of Parthus’ sales
offices into Japan, Korea, Finland and Sweden, related sales commissions, the launch of the new corporate brand
and increases in Parthus’ direct marketing activities and travel costs.

General and administrative expenses for Parthus increased by 223% from $3.0 million, or 16% of its total
revenue, in 1999 to $9.7 million, or 30% of its total revenue, in 2000. Included in Parthus’ general and
administrative expenses is a non-cash stock compensation charge of $4.5 million which increased from $4,000 in
1999. The charge includes a one-time non cash compensation expense of $4.3 million as a result of stock options
that were granted to some of Parthus’ executives. Excluding the non-cash compensation charge, Parthus’ general
and administrative. expenses increased from $3.0.million in 1999 to $5.2 million in 2000. This increase reflects.
Parthus’ commitment to investing in a management and administrative structure to support Parthus’ business
going forward and increased facility costs arising from additional locations.

Amortization of intangible assets for Parthus of $1.1 million in 2000 related primarily to the amortization
of patents acquired as part of Parthus’ acquisitions of the GPS division of Symmetricom Limited and of the GSM
and GPRS technologies and design center of Frontier Design Inc.

Interest Income

Parthus’ interest income, net, increased from $0.1 million ofinteres,t income, net, in 1999 to $5.3 million of
interest income, net, in 2000. The increase was due to higher cash balances as a result of the closing of Parthus’
initial public offering in May 2000, which generated net proceeds to Parthus of approximately $133 million, and
of a follow-on offering in November 2000, which generated net proceeds to Parthus ~of approximately
$24 million. B o :

Provision for Income Taxes

Parthus’ provision for income taxes was $1.2 million in 2000 and was provided for tax liabilities in non-
Irish jurisdictions for 2000.

Parthus Liquidity and Capital Resources

At June 30, 2002, Parthus had working capital of $101.1 million including $114.1 million in cash or cash
equivalents. At December 31, 2001, Parthus had working capital of $107.3 million, including $121.5 million in
cash and cash equivalents, compared with working capital at December 31, 2000 of $147.4 million, including
$159.9 million in cash and cash equivalents. The principal reason for the annual change is the $25.1 million
invested in acquisitions undertaken in 2001. Parthus has no borrowings.

- Prior to Parthus’ initial public offering, Parthus satisfied its working capital requirements and fixed asset
expenditures principally through cash generated by operations. and equity private placements. In May 2000,
Parthus received approximately $140.2 million of gross proceeds from the initial public offering of its ordinary
shares and ADSs and in November 2000, Parthus received approximately $23.9 million of gross proceeds from a
follow-on offering of its ordinary shares and ADSs. The proceeds from' these financings have been and are
currently being expended primarily to fund research and development of Parthus’ portfolio of technology
platforms and expansion both organically and through.acquisitions.
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Parthus believes that the net proceeds from its initial and follow-on public offerings, and existing cash and
cash equivalents will suffice to meet Parthus’ present requirements. The total cash outflow from operating
activities for first six months of 2002 amounted to $4.0 million and continues to be in line with Parthus’ budgeted
cash flow range for.the business. The total cash outflow from operating activities in 2001 amounted to $7.9
million and is within the annual cash flow range Parthus anticipated for the business. This compares with a cash
-inflow of $2.9 million in 2000. Several factors affected Parthus’ cash flow in 2001, particularly in the second half
of the year as conditions deteriorated.in the operating environment. The timing of signing of Parthus license
agreements shifted in the third and fourth quarter to the latter end of the quarter. Payment terms under license
agreements have changed, as customers implement aggressive cash management measures, with a smaller
upfront cash component under each contract. These have extended the timing of Parthus’ cash receipts.

" Parthus expects that its business will continue to consume cash from operating activities mainly through its

_investment in growing Parthus’ IP licensing business until Parthus’ planned return to profitability, targeted for

the second half of 2002. Parthus’ accounts receivable and deferred revenues may vary unpredictably and will be
affected by the timing of signing Parthus’ contracts, the milestone terms and the credit terms.

+ In the first six months of 2002, Parthus’ capital expenditures amounted to $1.1 million. Parthus’ capital
expenditures and acquisition costs were $31.4 million in 2001 and $10.9 million in 2000. Although Parthus has no
material commitments for capital expenditures, Parthus anticipates an increase in the rate of capital expenditures
consistent with its continued growth in operations, infrastructure and personnel. In January 2002, Parthus realized
$1.8 million from the sale. of short term investments and spent approximately $4.9 million on its minority. interest
investment in UbiNetics and disposal of facility to UbiNetics.. In May 2001, Partlius spent approximately $12
million in cash in connection with its purchase of Chicory Systems Inc., ‘and in June 2001 Parthus spent
approximately $13 million in cash .in connection with its purchase from STMicroelectronics of its minority
shareholding in Parthus’ subsidiary, Silicon Systems Design Limited. In March 2000, Parthus invested
approximately $6.5 million in cash to partially finance the purchase of the GPS business of Symmetricom Limited.

Parthus’ net cash provided by financing activities of $1.1 million in the first six months of 2002 and $1.4
million in 2001 reflects net proceeds from the issuance of share capital. In 2000, Parthus’ net cash provided by
financing activities was $158.2 million, reflecting principally Parthus’ initial and follow-on public offerings
conducted in that year. ‘

Parthus’ contractual obligations are limited to operating leases as disclosed in note 21 to Parthus’ financial
statements for the year ended December 31, 2001.

Parthus Critical Accounting Policies, Estimates and Assumptions

The preparation of consolidated financial statements in accordance with generally accepted accounting
principles in the United States requires Parthus management to make estimates and assumptions that affect the
reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of
- revenues and expenses during the reported period. Parthus management bases its estimates and judgments on
historical experience and on other factors that are believed to be reasonable under current circumstances. Actual
results may differ from these estimates if these assumptions prove to be incorrect or if conditions develop other
than as assumed for purposes of such estimates. Parthus’ significant accounting policies and the basis of
preparation of our consolidated financial statements are detailed in note 2 to its consolidated financial statements.
The following is a brief discussion of the critical accounting policies used by Parthus which require estimates and
judgments by management:

Revenue Recognition. Significant management judgments and estimates must be made and used in
connection with the recognition of Parthus’ revenue in any accounting period. Material differences in the amount
of Parthus’ revenue in any given period may result if these judgments or estimates prove to be incorrect or if
Parthus management’s estimates change on the basis of development of the business or market conditions.
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Parthus applies- the provisions of Statement of Position No0.97-2 and No.98-4 “Software Revenue
Recognition” in recognizing its revenue. A significant portion of Parthus’ revenue is derived from license
agreements with customers to enable them to use Parthus’ IP, which is customized to each customer’s specific
requirements. Revenues from Parthus’ initial license fees are recognized based on the percentage to completion
method over the period from signing of the license through to customer acceptance, as IP requires significant
modification or customization that takes time to complete. The percentage to completion is measured by
monitoring progress using records of actual time incurred to date in the project compared to the total estimated
project requirement, which corresponds to the costs related to earned revenues. . :

Estimates of total project requirements for Parthus are based on prior experience of customization, delivery
and acceptance of the same or similar technology and are reviewed and updated regularly by management. After
delivery, if uncertainty exists about customer acceptance of the IP, license revenue would not be recognized by
Parthus until acceptance. Under the percentage to completion method, provisions for estimated losses on Parthus’
uncompleted contracts are recognized in the period in which the likelihood of such losses is determined.

If Parthus does not accurately estimate the resources required or the scope of the work to be performed, or
does not manage its projects properly within the planned periods of time or satisfy its obligations under the
contracts, then future results may be significantly and negatively affected or losses on existing contracts may
need to be recogmzed :

Acquired Intangibles and Goodwill. Parthus’ intangible fixed assets and goodwill arising on acquisition
are capitalized and amortized to the income statement over the period during which benefits -are expected to
accrue, currently estimated at five years. Where events and circumstances.are present which indicate that the
carrying value may not be recoverable, Parthus will recognize an impairinent loss. Factors Parthus considers
important which could trigger an impairment include: :

. signiﬁcant underperformance relative to expected historical or projected future operating results;

» significant changes in the manner of Parthus’ use of the acqun'ed assets -or the strategy for Parthus’
overall business; , . ‘

¢ significant negative industry or econnomic'trends;

» significant decline in Parthus’ stock price for a sustained period; and

» changes in the ratio of Parthus’ market cé’pitalization to net book value.

Parthus measures such impairment loss by comparing the recoverable amount of the asset with its carrying
value. The determination of the value of such intangible assets requires management to make assumptions regarding

estimated future cash flows and other factors to determine the fair value of the respective assets. If these estimates
or the related assumptions change in the future, Parthus could be required to record 1mpa1rment charges

Parthus incurred expenses of $10,895,000 relating to amounts ass1gned to acquired in-process technology in
2001. Parthus determined the value assigned to acquired in-process technology by identifying those acquired
spécific in-process research and development projects that would be continued and for which:

* technological feasibility had not been established at the acquisition date;
* there was no alt_ernative future use and;

» the fair value was estimable with reasonable certainty.

Parthus Recent Accountmg Pronouncements

In June 2001, the Financial Accountmg Standards Board, otherw1se known as FASB, 1ssued SFAS No. 141
“Business Combinations”. ‘This statement requires that the. purchase method of. accounting be used for all
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business combinations initiated after June 30, 2001. The adoption of this standard did not have any impact on
Parthus’ consolidated financial statements. '

~ In July 2001, the FASB issued SFAS No. 142 “Goodwill and Other Intangible Assets” which revises the
accounting for purchased goodwill and other intangible assets. SFAS No. 142 is effective for fiscal years
beginning after December 15, 2001, with earlier adoption permitted. Parthus adopted SFAS No. 142 effective
from January 1, 2002. Under. SFAS No. 142, purchased goodwill and intangible assets with indefinite lives are no
longer amortized, but instead tested for impairment at least annually. Accordingly, Parthus ceased amortization
of all goodwill as of January 1, 2002. Parthus’ goodwill amortization amounted to $7,824,000 for the year ended
December 31, 2001. No goodwill amortization for Parthus arose in either of the years ended December 31, 1999
and 2000. Parthus does not have any intangible assets, other than goodwill, with indefinite lives. Parthus’
intangible assets with finite lives, primarily patents and intellectual property, will continue to be amortized over
their useful lives, currently estimated at five years. Parthus recorded amortization of intangible assets of $Nil,
$1,081,000 and $1,371,000 for the years ended December 31, 1999, 2000 and 2001 respectively.

_ SFAS No. 142 requires a two step impairment test for goodwill. The first step is to compare the carrying
amount of the reporting unit’s assets to the fair value of the reporting unit. If the carrying amount exceeds the fair
'value then the second step is required to be completed, which involves the fair value of the reporting unit being
allocated to each asset and liability with the excess being implied goodwill. The impairment loss is the amount
by which the recorded goodwill exceeds the implied goodwill. Parthus is required to complete a “transitional”

impairment test for goodwill as of the beginning of the fiscal year in which the statement is adopted. Parthus
~ completed its transitional assessment of goodwill impairment in the second quarter of 2002 as required under
SFAS No. 142, and the assessment indicated that no charges for impairment were required.

SFAS No. 143, “Accounting. for Asset Retirement Obligations” (“SFAS No. 143”), -addresses financial
accounting and reporting for obligations associated with the retirement of tangible long-lived assets and the
associated asset retirement costs. The statement requires that the fair value of a liability for an asset retirement
obligation be recognized in the period in which it is incurred if a reasonable estimate of fair value can be made.
The associated asset retirement costs are capitalized as part of the carrying amount of the long-lived asset. This
statement is effective for financial statements issued for fiscal years beginning after June 15, 2002 Parthus does
not expect that SFAS No. 143 will have a material impact on its financial statements.

SFAS No. 144, “Accounting for the Impairment or D1sp0sa1 of Long-Lived Assets,” (“SFAS No. 144”)
addresses financial accounting and reporting for the impairment or disposal of long-lived assets. The provisions
of this statement are effective for Parthus’ financial statements issued for fiscal years beginning after
December 15, 2001. Parthus does not expect that SFAS No. 144 will have a material impact on its financial
statements. ‘

In April 2002, FASB issued SFAS No. 145 “Rescission of FASB Statements No. 4, 44 and 64, Amendment
of FASB Statement No. 13, and Technical Corrections.” SFAS No. 145 provides for the rescission of several
previously issued accounting  standards, new accounting guidance.for the accounting for certain lease
modifications and various technical corrections that are not substantive in nature to existing pronouncements.
SFAS No. 145 will be adopted beginning January 1, 2003, except for the provisions relating to the amendment of
SFAS No. 13, which will be adopted for transactions occurring subsequent to May 15, 2002. Adoption of SFAS
No. 145 will not have a material impact on Parthus’ consolidated financial statements.
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BUSINESS

Overview

ParthusCeva licenses to semiconductor companies and electronic equipment manufacturers corhplete,
integrated intellectual property solutions that enable a wide variety of electronic devices. Our programmable DSP
cores and application-level IP platforms power wireless corinectivity, handheld devices, consumer electronics
products, GPS devices, consumer audio products and automotive applications. We intend to license highly
integrated system solutions consisting of our IP platforms built around oui DSP cores technology, while also
continuing to license our DSP cores and IP platforms as stand-alone offerings. ParthusCeva was formed in

, 2002 through the combination of Ceva, the former DSP cores licensing business of DSP Group, founded
in 1991, and Parthus, a provider of platform-level IP for the consumer electronics market, founded in 1993.

Our DSP cores licensing business (formerly the business of Ceva) develops and licenses designs of
programmable DSP cores and DSP core-based sub-systems. A programmable DSP core is a special-purpose,
software-controlled processor that, through complex mathematical calculations, analyzes, manipulates and
enhances digital voice, audio and video signals. These chips are used in a wide variety of electronic devices,
ihclu‘ding digital cellular telephones, modems, hard disk drive controllers, MP3 players, voice over packet
products and digital cameras, and are critical to the performance of the electronic products in which they are
used. A DSP core-based sub-system 1ncorporates addmonal hardware blocks requ1red as 1nterfaces from the DSP
core for the overall system.

Our ‘platform-level IP business (formerly the business of Parthus) develops semiconductor intellectual
property for a range of consumer electronic products ‘and licenses this technology to semiconductor
manufacturers and OEMs. Our portfolio of IP platforms spans broadband and local area wireless connectivity as
well as key application IP including multimedia, location and .technologies and smiartphone/handheld
technologies. The intellectual property we license can take the form of schematics and designs for silicon chips
and circuitry and software to perform particular functions on those chips. In addition, we also sell finished
modules (which we refer to as Hard IP) to these customers.

We believe that the continuing evolution of the wireless and consumer electronics' market has created
significant demand for semiconductor intellectual property providers that can add greater value by delivering
complete system solutions that combine DSP processor cores with application-specific IP platforms (such as
analog, mixed-signal, digital baseband and software). We anticipate that our approach will permit our customers
to introduce feature-rich products while simultaneously minimizing their development cost, risk, complexity and
time to market. -

Industry Background

Semiconductors, the key building blocks of electronic products, are devices that permit the controlled flow
of electronic signals. An integrated circuit is a semiconductor that combines a number of individual electronic
circuits, each of which performs a particular function. Continuous improvements.in semiconductor design have
led to smaller, more complex integrated circuits that perform a wide range of functions. As the performance of
semiconductors has improved and their size, cost, and power consumption have decreased, they have been used
in an increasing number of applications, including telecomrmunications systems, automotive electronics, audio
and video devices and a range of other consumer electronics products. Rising consumer expectations have
increased the demand for more frequent introductions of high-performance semiconductors with lower power
consumption and enhanced functionality.

System-on-a-Chip

Semiconductor manufacturing processes have advanced significantly in recent years to allow a substantial
increase in the number of circuits placed on a single chip. At the same time, requirements for increased product
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functionality, higher performance and lower cost have driven demand for such system-level integration. Through
this integration,. complete electronic systems containing both analog and digital functions are combined on a
single silicon chip, known as a system-on-a-chip. A typical system-on-a-chip incorporates a processor (such as a
DSP core or a general purpose processor) memory, input/output devices and other specific components as well
as software.

The increased complexity of system-on-a-chip design and manifacturing requires a high level of design
resources to fully capitalize on the improvements in semiconductor manufacturing technology and to maximize
functionality. Designers’ capabilities and semiconductor companies’ internal design resources have not kept-pace
with the advances in this technology. As a result, chip manufacturers are facing a growing “design gap” between
their increasing manufacturing potential and needs and their limited chip design capabilities.

Semiconductor. Intellectual Property

To address this “design gap,” many semiconductor designers and manufacturers are increasingly choosing
to license proven intellectual property components, such as processor cores and application-specific IP from third
parties, rather than to develop those technologies internally. By relying on third parties for the most advanced
designs of specialized components; system-on-a-chip designers and manufacturers can create differentiated
products while reducing their development costs, complexity, risk and time to market.

The creation of licensable, re-useable design components, which we refer to as third-party semiconductor
intellectual property (SIP), is a relatively new and emerging trend in the semiconductor market. According to
Gartner-Dataquest, the market for semiconductor 1ntcllcctua1 property was $892 million in 2001 representing a
25% year-on-year growth from 2000 )

Semiconductor intellectual property providers have traditionally delivered intellectual property blocks only
for - digital functions” and only for individual components with a relatively narrow function, referred to as
block-level IP. The continuing evolution of electronic products has created significant demand for semiconductor
intellectual property providers that add greater value by offering complete, integrated analog and digital systems,
as well as software, which we refer to as platform-level IP. We believe that this approach provides
semiconductor companies and electronic product manufacturers with several key advantages, including improved
time to market and a reduction in the risks, costs and complexmes in bnngrng new products and technologres to
market

Digital Signal Processor Cores

. A key piece of semiconductor [P in the computer chips driving many electronic products is the DSP core,
which processes the digital data derived from converted analog signals. Once a signal (such as the human voice)
has been converted to digital form, a DSP core is used to analyze, manipulate and enhance the data. The signal
can then be transmitted over a network (such as the cellular telephone network), compressed and stored (such as
in answering machines) or recognized as a command (such as through voice recognition) Digital signal
processing is used in many fields, including telecommunications, speech and music processmg, imaging,
medrcme and seismology. As the number of electronic devices that requlre the processing of drgrtal data has -
grown, so has the demand’ for rehable DSP cores.

A DSP-based system-on-a-chip includes several components. The DSP core controls the processing of the
chip and uses mathematical calculations to process information. Other parts of the system-on-a-chip include data
memory components, which host the data before and after it is processed by the DSP core, and the program
memory component, which stores the software used to operate the DSP core. A chip designer may add its own
specific proprietary technology to provide differentiated functionality (such as spec1al functions and input/output
electronics, which control the- transfer of data between the DSP core and other electronic dev1ces that are
connected to the chip). - -
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Progranunéble DSP cores are instructed by software programs to process ultra-fast mathematical
calculations, including addition, subtraction and multiplication. The math-intensive signal processing performed
by the DSP core is generally used for data compression, error correction, voice recognition and security.

A programmable DSP-based design allows the same chip to be programmed and reprogrammed with
different software and used for several generations and different applications of products, which reduces the
internal development costs for manufacturers and allows them to differentiate their products through varying the
software functionality. In addition, a programmable approach allows for “field upgrades” of the technology, -such
as replacement of software through remote downloading, rather than physical removal and replacement of the
entire chip: :

According to Forward Concepts, a market research firm, worldwide programmable DSP chip shipments
have increased to $6.1 billion in 2000 and then decreased to $4.3 billion in 2001. Forward Concepts predicts that
this market will grow at a compound annual rate of 18% from 2000 to 2005.

Licensable DSP cores are typlcally hcensed to sermconductor companies or dlrectly to system OEMs. By
using licensable DSP cores, manufacturers of ASSPs’ (application-specific standard products, which are off-the-
shelf chips targeted to a specific type of application for a broad range of system OEMs) and ASICs (application-
specific integrated circuits, which are chips that are customized to meet a specific customer’s needs) have
multiple sources of DSP technology, thereby enabling competition among their chip suppliers as well as a wider
variety of more differentiated products.

The manufacturers of DSP-based system-on-a-chip face a “make or buy” dilemma—whether to develop a
given DSP chip design or to license it from a third party. Internal development of a DSP core requires
considerable design resources and specialization, which many semiconductor companies do not have. In today’s
rapidly evolving markets, the scarcity of engineering talent means that it is usually not cost-effective for most
semiconductor companies and designers to devote the engineering resources necessary to develop »complicatga_d_
components such as a programmable DSP core. Therefore, companies may concentrate on the -integration of
software, hardware and embedded memory, and rely on licensing other intellectual property,.such as DSP cores,
from third parties.

Licensing also offers a substantial time-to-market advantage, which in most cases is a crucial factor for a
manufacturer’s competitive market positioning. Further, the licensee can choose the method and source of chip
production. This is a significant advantage for the licensee, as a licensed chip can easily be produced by several
manufacturers, eliminating its dependence upon a single source of chip production.

End Markets

, Third-party semiconductor intellectual property is licensed and deployed by semiconductor companies and
electronic equipment manufacturers serving a wide variety of high-volume end markets. These include the
markets for:

»  Second-generation (2G),’ “second—and—a-half”—generatiori (2.5G) and third-generation (3G) cellular
telephones—cellular telephones that combine voice communications and high-speed data transmission
capabilities, permitting access to the Internet and other advanced features;

» Internet-enabled personal digital assistants, or PDAs—hand-held devices that incorporate electronic
.calendars, address.books and remote access to the Internet and other data networks;

»  “Intelligent” pagers—personal paging devices that incorporate advanced data communications features,
such as access to e-mail, news, weather and stock quotes;

*  Global positioning system (GPS) devices—devices used in automobiles, wireless connections for
personal computers and industrial controls accessed through wireless Internet connections;
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*  Other internet devices—products such as laptop computers, set-top boxes, Internet. appliances. and
gaming consoles, which are increasingly connected to the Internet v1a either -broadband wireless
techno]ogres or wireless local area network (W- LAN) technologies;

 Hard drive controllers—the devices which control the reading - and wntmg of data for personal
computers; S :

+ voice over packet products, such as voice- over Internet Protocol (VoIP) and vo1ce over digital
subscriber line (VoDSL) appl1cat1ons :

. wrrehne telecommunications applications, such as digital subscriber line (DSL.) applications;
* automotive applications; o
*  consumer audio devices, such as MP3 players; and

o digital still cameras.

Products such as these require state-of-the-art functionality, but generally must also be easy to use and
convenient in terms of both size and battery life. Providers of semiconductor intellectual property help address
these requlrements by focusing on integrated circuit technology that: ‘

o pernnts high-data- rate communrcatrons in confornnty with 1ndustry stanidards;

¢ allows the 1ntegrat1on of more advanced features at reasonable prices by combrmng functrons on a
single system-on-a-chip; and .

*  helps speed time to market by reducing product development time through design reuse.

The ParthusCeva Solutlon

We offer complete, open, mtegrated DSP cores solutions for semiconductor manufacturers and OEMs,
comprising wireless communication, application and multimedia IP platforms built around our DSP processor
core architectures. Our IP licensing business model, 1nclud1ng royalties, offers a scalable business with multiple
revenue streams. and solid gross margins. :

Our DSP cores licensing business develops and licenses designs of programmable DSP cores. These designs
are used in a wide variety of electronic devices, including digital cellular telephones, modems, hard disk drive
controllers, MP3 players, voice over packet products and digital cameras, and are critical to the performance of
the electronic products in which they are used. Our designs are independent of specific semiconductor
manufacturing processes, and can therefore be used by a wide variety of customers. The DSP cores we design are
appropriate for use in both current and emerging applications requiring digital signal processing. We market our
technology and designs as well as a wide array of software and hardware development tools and technical
support services. We license our DSP core designs to:leading semiconductor companies throughout the world.
These companies incorporate our designs into application-specific chips or custom-designed chips that they
manufacture, market and sell to OEMs of a variety of electronic products We. also license our des1gns to OEMs
directly. :

Our IP platforms licensing business develops highly integrated semiconductor intellectual property solutions
that are crucial to the cost-effective implementation of new generations of consumer electronic dévices, including
mobile-Internet products. Our 1P platforms enable a range of wireless devices that are used by individuals to
communicate, transact business and access information easily, flexibly and affordably. Qur extensive intellectual
property portfolio covers broadband wireless solutions (2G, 2.5G, 3G), wireless local area networking solutions
(802.11, Bluetooth) and key application and multimedia solutions (including audio, multimedia, GPS and
smartphone technologies). We make our intellectual property-available to our.customers under hcenses as part of
development projects or in silicon chip form. -
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The key benefits we offer our licensees include: -

* ° An extensive IP portfolio. Our IP portfolio spans the bulk of mobile Internet, wireless application and
multimedia technologies, as well as a suite of programmable DSP cores. This portfolio often allows us
to provide a customer with the required solution with reduced development cost, complexity and risk,
therefore reducing the customer’s time to market.

* The ability to deliver complete system solutions. Our broad IP portfolio allows us to provide our
customers with complete solutions at the system level, including application-specific IP platforms and
general-purpose DSP cores. Our company combines the expertise of a provider of DSP architectures
with the expertise of a supplier of complete platform level-IP solutions, which we believe strongly
positions us to become a leading supplier of open-standard IP solutions to the industry.

o Flexible IP deployment and support. To meet specific customer circumstances and requirements, we -
intend to offer system-level solutions composed of our IP platforms built around our DSP cores, as well
as to license our platforms and cores as stand-alone offerings. We make our solutions available in the
form of licensed intellectual property rights, dedicated development projects, or “hard [P” embodied in
silicon chips or circuit boards. In addition, we offer .our licensees specialized intellectual property
integration support. We believe that this flexibility facilitates the adoption and integration of our
intellectual property.

* Leading-edge technology. Our licensing relationships with a number of leading semiconductor
compames and OEMs, as well as our communications with potential customers, help to assure that we
are developing additional intellectual property that meets market requirements as they evolve. A number
of our employees also participate actively in international standards-setting bodies in order to influence
and learn about new technological developments.

*  The ability to provide a production-ready solution. We fully test the platforms and DSP cores we
provide so that they are ready for product integration. In addition, we utilize third-party foundries that
manufacture chips to our design. These relationships allow us to assure our customers access to low-cost
production. .

»' A diverse and experienced research and development staff. We have more than 310 employees
engaged in product development in a broad range of areas, including analog, digital, software, mixed-
signal and digital signal processing technology. We believe that the breadth of knowledge, experience,
and stability of our workforce allow us to provide better and faster services to our customers, and to
maintain and develop our core intellectual property efficiently.

Strategy

The -combination of Parthus and Ceva will position us to address what we believe to be two of the major
converging trends in our industry. First, we believe that our industry is moving towards open-standard processor
architectures and away from traditional proprietary solutions. Second, we believe that increased semiconductor
product .complexity and demands for reduced time-to-market have led more companies to decide to license
complete platform level-IP solutions, rather than licensing individual components from multiple suppliers.
ParthusCeva will combine the expertise of a provider of DSP architectures with the expertise of a supplier of
complete platform level IP solutions. We believe ParthusCeva will be well positioned to take full advantage of
these major industry shifts and become a leading supplier of open-standard DSP solutions to the industry.

Our goal is to become a leading"licensor of programmable DSP cores and platform-level IP solutions. To
meet these goals we intend to:

e Provide an integrated solution. We seek to maximize the competitive advantage provided by our
ability to offer an integrated IP solution—including communications, applications and multimedia IP
built around our DSP processor core architectures. We believe that this integrated solution will
favorably position. us to capitalize on what we believe is the industry trend towards the licensing of
open-standard IP architectures.
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+ Take advantage of the industry shift towards open-standard architectures. 'We believe that the
industry trend away from proprietary IP towards open-standard architectures creates an opportunity for
providers of licensable DSP cores and platform-level IP. As a consequence, we intend to use our
expertise in critical open standards fields, such as Bluetooth, GPS and multimedia, in order to position
‘ ourselves to take advantage of this trend. Towards this end, we have participated dnd intend to continue

' to partlc1pate in the development of mdustry standards in these and other emerging technology areas.

¢ . Focus on a portfolio approach to the licensing of our -IP platforms. We seek.to d]fferennate
ourselves through the-breadth of our IP offerings and our capability to integrate these offerings into-a
single solution built around our family of state-of-the-art DSP cores. We intend to continue to expand
our portfolio of broadband wireless solutions (2G, 2.5G,.3G), wireless local area networking solutions
(802.11, Bluetooth) and key application and multimedia solutions (including audio, multimedia, ‘GPS
and smartphone technologles)

o Focus on convergence of technologies through an open architecture.: We seek to ensure that our
platforms, as well as other third-party IP, can be rapidly integrated into a single integrated circuit
through adherence to- the spemﬁcatlons of our open, flexible and hlghly power-efficient architectures.

'

» ' Maximize our expertise. " We seek to maximize our expertise in DSP, analog, mixed-signal and radio

- frequency technology and to use that expertise to address critical customer demands. We intend to
enhance our existing DSP cores and IP platforms with additional features and performance, while
developmg new offerings that will focus on other emerging apphcatrons across the range of end markets
we serve.

* Target top-tier customers. We seek to strengthen relationships and expand licensing and royalty
arrangements with our existing customers and to extend our customer base with key-industry companies
in order to facilitate the development of our technology. We believe that we can achieve the best rate of
return on our investment in technology by targeting our sales and marketing activities at high-volume
semiconductor companies and leading electronic product manufacturers with a track record of

. successful end-user deployments. Parthus and Ceva together have entered into license agreements with
nine of the top ten semiconductor companies worldwide. -

 F ocus on large and fast-growing markets. We b'elieve that our expertise in programmable DSP cores
and platform-level IP favorably positions us to target fast-growing segments within the consumer
electronics market, such as wireless communications, mobile computing, automotive electronics, and
consumer entertainment. We intend to strengthen our relationships and expand licensing and royalty
- arrangements with' customers in those markets and to extend our customer base  with key industry
leaders within each of those segments. We believe that we can achieve the best results by targeting our

- sales activities at leaders within those markets.

*  Establish, maintain and expand relationships with key technology providers. We have established
and seek to expand our close working relationships with:

* -contract semiconductor companies usually referred to as silicon foundries, in order to assure
adequate supplies of ChlpS for our customers who purchase our technology in Chlp form. and in order
-to give OEMs a means of obtaining competitive manufacturing capabilities;

+ third-party suppliers of block-level semiconductor intellectnal property, in order to have access to
their most current technologies; and

* developers of both application-level and system-level software so that we can continue to offer

complete platform solutions.

In addi-t:ion, we have and seek to expand our relationships with companies that offer complementary
technologies for designing system-on-a-chip applications based on our DSP core designs. We believe that these
relationships will increase the markets for our products. ‘ ‘
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Products and Technology

DSP Cores chensmg Business -

Our DSP cores licensing business develops and lrcenses designs of programmable DSP cores. A
programmable DSP core is a special purpose, software- ~controlled processor that, through complex mathematical
calculations, analyzes, manipulates and enhances digital voice, audio and video signals. The programmable DSP
cores we design are used as the central processors in semiconductor chips made for specific applications. These
chips are used in a wide variety of electronic devices, including digital cellular telephones, modems, hard disk
drive controllers, MP3 players, voice over packet products and digital cameras, and are crmcal to the
performance of the electronic products in which. they are used. '

Our SmartCores family of cores is currently composed of five offerings: PineDSPCore, QakDSPCore,
TeakLite, Teak and PalmDSPCore and a DSP core-based sub-system: the XpertTedk. By offering a range of
performance, price and power consumption balances, our cores family addresses a wide range of applications,
from low-end, high-volume applications, such as digital answering machines, hard disk controllers, low-speed
modems and VoIP terminals, to high-performance applications such as 3G cellular communication devices,
broadband modems, consumer multimedia and VoIP gateways. Our current offerings are:

*  PineDSPCore. Introduced in 1991, the PineDSPCore was the first DSP core we developed. Due to its

' small die size and compact instruction code, it has been primarily used for low-end, high-volume
applications, including digital answering machines, fax machines, low-speed modems and hard disk
drive controllers. We currently generate revenues from the PineDSPCore, although we are no longer
actively promoting it.

e QakDSPCore. The QakDSPCore’s hardware units are operative through a set of soft cores known as
an instruction set, which is a central processing unit (CPU) type instruction allowing the core to also

- provide micro-control functionality. The small die size, low-power consumption and balance between
cost and performance of our QakDSPCore make it well suited for second generation (2G) digital cellular
telephones using GSM, TDMA and CDMA (code-division multiple access) standards, soft modems,
‘voice-over packet network applications and Internet audio devices.

o TeakLite. TeakLite is a “soft core” which significantly facilitates its incorporation of its design into a
licensee’s chip and foundry specifications. TeakLite offers the same instruction set as OakDSPCore; it is
superior to the OakDSPCore in terms of portability, operating speed and power consumption. TeakLite
is primarily des1gned for 2G and 2.5G cellular telephones, modems, consumer multimedia (digital still
cameras and audio apphances 1ncludmg MP3 players), hard disk drive controllers and voice-over IP
applications. .

* Teak. Like TeakLrte Teak is a “soft core” and is desrgned wrth a focus on power reductron features.
The Teak offers high performance, the ability to process multiple instructions in parallel and excellent
code density, making it well suited for 2.5G and 3G cellular telephones broadband modems and
consumer multimedia applications.

»  PalmDSPCore. With faster processing capabilities and the ability to process multiple instructions in
parallel, PalmDSPCore is a sub-family of three DSP soft cores designed to meet the high-performance,
low-cost and low-power requirements of a range of applications. These include 2.5G cellular
telephones, broadband modems, and voice-over packet network gateways, for which we offer a 16-bit
core, and consumer audio and video applications, for which we offer 20-bit and 24-bit cores.

o XpertTeak. XpertTeak is a highly integrated, low power Teak core-based DSP sub-system. In addition
to the Teak core, it incorporates advanced peripherals and a system interface set, such as direct memory
accesses (DMA) controllers, timers, power consumption management units, serial ports and CPU

. interfaces.

Our designs are independent of specific semiconductor manufacturing processes, and can therefore be used
by a wide variety of customers. The DSP cores we design are appropriate for use in both current and emerging
applications requiring digital signal processing.-We market our technology and designs as well as a wide array of
software development tools and technical support services. Revenues from hardware development tools have not
been significant to date.
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- We believe the folloWing to be the key benefits of our DSP cores offerings: -

'« Low power conSumption. Our cores have been clesigned to satisfy low power consumption
requirements—a key feature of products that rely on batteries, such as cell phones and portable audio
products, or are sensitive to power dissipation, such as telecommunications equipment.

¢ Low cost. Our technology s designed to address the cost requirements for high volume, highly
competitive applications through reduced chip size (by carefully selecting functions we offer and also
by allowing multrple functrons to be placed on one chrp) and minimization of the size of requrred
memory.

. Flexlblllty. Our open, “soft-core” DSP architecture allows our licensees to differentiate their products,
in particular through software. It allows the licensees to create diversified versions of their embedded
intellectual property solutions, reuse the same chip design for multiple generations of products and
select different physical library vendors or silicon suppliers. In addition, because of our “soft-core”
architecture, our cores can be easily integrated across multiple semiconductor manufacturmg processes
with different geometry technologies.

. Improved time to market. Our technology shortens the typical semiconductor design cycle and
‘improves our customers’ time to market by shortening the process of porting the core design to physical
hardware layout, and by provrdmg an efficient environment for designing the software to be used in our
core designs. : :

Tightly coupled development tools and architecture. We provide our licensees with both DSP cores
~ and the related software development and hardware emulation tools to assist in product development,
which speeds their development process.

Applications for our DSP Cores

Solutions using- DSP cores technology are currently used in a wide variety of apphcanons We focus our
. efforts on the following selected high-volume, high- growth markets and apphcatrons '

Cellular telephone handsets. The cellular.handset market is currently the largest market for DSP cores
technology. Cellular telephones use DSP cores for voice compression, by which the human voice is compressed
after being digitized, and channel coding, by which DSP techniques are used to encode the information. Our DSP
cores are currently used in all types of digital cellular telephones, and we believe they will continue to be used in
the next generations of cellular telephonés (2.5G and 3G). These next-generation phones are expected to
incorporate video, audio and data features in addition to voice, extending the use of advanced DSP cores in their
designs. Our OakDSPCore and TeakLite cores are widely used in current cellular telephones, and our Tea.k and
PalmDSPCore offermgs target the next generat1on of cellular. telephones

. Hard disk dnves Hard disk drive controllers are an important apphcatron for DSP cores. A hard disk
drive. controller is the chip that controls the mechanism that reads and writes data from a memory disk platter.
The hard disk drive controller market is characterized by high volume and extreme price sensitivity.
Programmable DSP cores are designed to meet the requirements of this market by providing flexibility in the
adoption of advanced search algorithms within the controller, resulting in the capability to support higher
density, lower cost disks. We believe that the compact code size, heat dissipation characteristics and flexibility of
our PineDSPCore, OakDSPCore and TeakLite offerings are particularly well suited to this cost competitive
market. :

vDigvital Subscriber Line applications. - Digital subscriber line (DSL) techhology significantly increases the
bandwidth of copper telephone lines for data transmission. The use of DSL-related applications is driven by the
increasing demand for high-speed connectivity to the Internet.
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A programmable DSP core is used primarily to improve the quality of the signals received through the
telephone line. By offering flexibility across multiple DSL standards, our programmable DSP solution is
designed to allow a customer to re-use the same chip for different DSL markets. In addition, a programmable
DSP solution allows for field upgrades of the technology as standards evolve or are enhanced. We believe our
TeakLite, Teak and PalmDSPCore offerings are well suited to address the different cost and performance
requirements of multiple DSL standards.

Voice-over packet network applications. Voice-over packet network technology enables the transmission
of voice, along with video and data, over the same infrastructure in the form of small units of digital information
(“packets”). This technology allows telecommunications operators to offer higher-value, unified services that
combine fast data access, cheap voice rates and advanced voice and fax services to their customers.

DSP technology is a 'key element in voice-over packet network applications. Our programmable DSP
technology is designed to handle:

*  voice, compréssion, by which digitally encoded speech is processed to take up less storage space and
transmission bandwidth;

* echo cancellation, which involves the elimination of echoes in two-way transmissions;

* dual-tone rﬁultiple frequency (DTMF) algorithms, which produce tones that are generated when
pressmg buttons on touch-tone telephones;

~» - caller ID, which is a telephone company service that 1dent1f1es the caller’s telephone number to the party
that is called; and

+ fax, which involves the processing and transmission of fax information over packet network. '

We believe that our SmartCores family (in particular our TeakLite, Teak and PalmDSPCore) is an attractive
solution for these applications because they provide a low-power, cost-effective, programmable platform for the
local area network (LAN) and packet-based telephony markets. Our Teak and TeakLite cores are designed to
provide a low power consumption, low-cost solution for small to middle size residential gateways and integrated
accesses devices. Our PalmDSPCore is designed to provide higher performance and can be embedded in multi- |
channel, multi-service central office gateways, where channel density and heat dissipation are the most important
factors.

Consumer audio applications. Consumer electronics constitute a large market for DSP cores technology.
Digital versatile disc (DVD) players and digital set-top boxes require DSP cores for their high fidelity audio
features. In addition, recent improvements in the speed of Internet connections have provided the ability to easily
download -music from the Internet. This has created a significant market for DSP-based portable players (such as
MP3 players) that decode high quality ‘audio. Furthermore, we expect demand for digital audio to expand to the
home audio market in the future. DSP cores technology is used to decode the compressed data being downloaded
from the Internet or retrieved from the on-board memory or disk that stores the high-fidelity audio data.
Although not currently deployed for this purpose, DSP cores technology may also be used in the future to -
enhance’the security of digital stored media by preventing unauthorized copies or downloads of audio and visual
data.

" Our technology can be used in low-power, price-sensitive semiconductor products targeted specifically at
the portable audio market. In addition, our 24-bit PalmDSPCore can easily be used for current audio compression
algorithms. ‘

Digital still cameras. Digital still cameras are a relatively new, yet fast-growing, market. Digital still
cameras use a DSP chip to adjust the contrast and detail of the image captured by the lens and to compress the
digital data for storage on the memory card. Our OakDSPCore, TeakLite and Teak offerings provide a low-
power, cost-effective and programmable platform for this application.
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IP Platforms Licensing Business

The "continuing evolution of the consumer electronics market has created significant demand for
semiconductor intellectual property providers that can add greater value by delivering the complete system
solutions that combine RF, mixed-signal and DSP cores technology, as well as related software-——which we refer
to as platform-level IP. This approach permits our customers to introduce feature-rich products ‘while
simultaneously minimizing their development cost, risk, complexity and time to market. We also offer .our
technology in discrete building blocks for specific functions that our customers use to develop complete systems
and products. :

Our platforms are licensed and deployed by some of the world’s largest semiconductor companies and
OEMs in wireless communications devices, Internet appliances, GPS devices, Internet audio products and other
consumer electronic devices. Our cutrent platforms include:

* BlueStream. BlueStream is highly functional platform supporting Bluetooth ‘communications—an
emerging standard for wireless communications among electronic devices over short distances. This
platform includes a comprehensive radio component; a digital baseband, offered both in baseband IP
and as a full system-on-a-chip; and a complete software stack designed for baseband and host interface.

+  MediaStream. MediaStream is an advanced Internet audio technology enabling a range of mobile
" multimedia applications, including mobile phones, MP3 players, game consoles and hlgh fidelity in-car
entertainment systems.

* NavStream. NavStream is a complete GPS platform delivering precise location information (less than

" five meters within five seconds) to any device, including mobile phones, personal digital assistants

(PDAs), and GPS-enabled vehicles, anywhere in the world. One of the key differentiators of the

NavStream platform is its ability to track GPS signals and determine a user’s location indoors.

~ NavStream is one of the few technologies that comply .with the U.S. Federal Communications

Commission’s e-911 Location Accuracy Directive, which requires that all mobile telephones enable the
location of the caller to be determined to within 150 meters.

. InfoStredm InfoStream is a mobile computing platform for the next generatlon of w1reless devices,

including 3G “smart” cellular phones, PDAs, Internet apphances and home entertainment/multimedia

" devices. The platform was developed in conjunction with Psion and delivers hlgh performance low
power consumption and high levels of on-chip integration.

. * MobiStream. MobiStream is an advanced platform for applications using the GPRS (general packet
radio services) mobile communications standard. This platform combines high data rates and integrated
multimedia en low baseband power consumption solutions. g

» MachStream. MachStream is a high-performance modular silicon platform that accelerates critical
mobile-Internet applications, including multimedia, security, Java and next-generation browser scripting
languages, while dehvermg significant improvements in the power efficiency and cost levels required
for mobile devices.

o In8Stream. In April 2002, we announced the launch of In8Stream, a multi-mode wireless local area
network (WLAN) platform employing the 802.11 standard for wireless communications between
electronic devices over short distances. In8Stream targets the entire range of 802.11 WLAN standards
‘through'a smgle ﬂex1b1e architecture.

Each of the IpP platforms described above has been developed for a specific end-market. They all adhere,
however, to the specifications of our open, flexible and highly power-efficient architecture, which allows the
- rapid integration of our platforms and various third-party intellectual property into a single integrated circuit. Our
solutions are based-on a substantial portfolio of intellectual property that we have developed over the past nine
years. This broad portfolio includes building blocks for analog integrated circuits, digital integrated circuits,
systems software and other functions. ‘
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Development and Integration

We have significant expertise in the design and development of high-performance digital, analog, mixed-
signal and software technology for our customers. Our development services include complete development:
activities such as development of specific systems or technology on a contract basis. Our policy is to retain
ownership of, or rights to use, the intellectual property we develop under contract. Our integration services
include consulting services to supplement or facilitate the integration of our licensed intellectual property and
that of third parties into a customer’s product. In performing either development or integration services, we focus
on designing comprehensive systems tailored to specific requirements, making the key design decisions and
tradeoffs required to create the most competitive system for the customer while shortening their time-to-market.

We support products through manufacturing and volume production to meet customer requirements. We are
able to do this because of our strength in a number of key areas, including:

* Back-end support. Our computer aided design (CAD) team develops in-house design flows. The team
provides each design group working on a development project a template identifying which CAD tools
to use to meet its specific design goals. The team also writes software to assure that the identified tools
can be used on an integrated and seamless basis. In addition, a team of layout engineers with experience
in digital, analog, radio frequency and system-on-a-chip layout processes determines the physical layout
requirements for each project.

* System integration laboratory. We have an in-house capacity to test the performance of our
intellectual property as embodied in silicon against a variety of parameters. This capability enables us to
perform complete system-level product development COmbihjng our integrated circuit and software
intellectual property.

Customers, Sales, Marketing and Technical Support
ParthusCeva Licensing Business

Our strategy is to engage in licensing and royalty agreements with leading semiconductor manufacturers and
OEMs that have a track record of successful adoption and deployment of key next-generation technologies. We
intend to offer complete system solutions which will include both our application-level IP platforms and our DSP
cores. We anticipate that the terms of the licenses for these solutions will include both a license fee component
and a royalty component.

Although the precise terms of our contracts vary from licensee to licensee, they generally require payment
of an initial license fee, a re-use license fee, ongoing per-unit royalties or some combination of these fees. Under
the terms of these license agreements, we may also provide integration services and technical support to help
accelerate the customer’s product development cycle. Key features of these arrangements include:

« Initial license Sfees. Initial license fees are typically non-refundable and are generally paid in
installments upon reaching defined development milestones. Our licenses are typically perpetual in
duration but may in some cases be limited to fixed terms.

*  Re-use license fees. A re-use license fee is payable for each new product that incorporates technology

* previously licensed from us. Re-use license fees are payable when a licensee sends a design using our

_ intellectual property for manufacture in a subsequent product. Alternatively, licensees may pay a one-
time buyout fee in lieu of subsequent re-use fees. '

*  Per-unit rayaltzes. A per-unit royalty is paid for each product incorporating our intellectual property
that is sold, supplied or distributed by the licensee. These royalties are calculated either as a percentage
of the licensee’s sale price per product or as a fixed amount per unit sold. We generally give volume
pricing to our licensees, and our per unit royalties rate will go down as more products incorporating our
intellectual property are shipped. As products incorporating our technology are brought to market, we
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expect revenue from royalties to increase. We have no control, however,-over when our customers will
ultimately bring such products to market. Some of our licenses include prepaid royalties, in which a
customer pays the royalties on a certain minirum number of products at the time we sign the license,
which are typically non-refundable. :

* Supportand maintenance. We generally require licensees- to pay a. quarterly support a.nd maintenance
fee for a minimum of two years for integrated circuits and three years for software. After that mandatory
period, the customer may extend the support and maintenance agreement on an annual basis.

DSP Cores Licensing Business

We license our DSP core designs to leading semiconductor companies. throughout the world. These
companies incorporate our cores into application-specific chips or custom-designed chips that they manufacture,
market and sell to OEMs of a variety of electronic products. We also license our core designs to OEMs directly.
Our programmable DSP cores enable semiconductor chip manufacturers and OEMs to design flexible, cost-
effective, low-power, application-specific system-on-a-chip solutions. By offering a range of performance, price
and power consumption balances, our SmartCore family addresses a wide range of applications. To date, we have
licensed our cores to more than 60 licensees, including Atmel, Fujitsu, Infineon Technologies, Kawasaki, LS]
Logic, Mitsubishi, National Semiconductor, NEC, Oki, Philips Semiconductors, Samsung, Seiko-Epson, Sony
and Tower Semiconductors.

- We generate revenue from license fees and prepaid royalties as well as per-unit royalties. We currently
license our cores together with our advanced software dévelopment tools to enable our licensees to incorporate
our DSP core designs into their semiconductor chip products. In addition, we typically license our SmartCores
together with technical support services, for which our licensees pay us an annual support fee.

Techmcal Support of the DSP Cores Licensing Business

- We offer technical support services through our offices in Israel and the United States as well as through
the Japanese subsidiary of DSP Group, which will provide us with dedicated employees. to provide various
technical support services to our customers. Each of our independent sales representatives in Southeast Asia also
maintains engineers; who .provide .technical support services for our; products. Our technical support services
include:

» technical support, consisting of assisting with implementation, responding to customer specific
inquiries, trammg and, when and if they become available, distributing updates and upgrades of our
products;

* application ’s'ﬁpport, consisting of providing general hardwzire and software design examples, ready to
use software modules and guidelines to our licensees to assist them in using our technology; and

» +'design services, consisting of.creating customer spec1ﬁc 1mp1ementat10ns of our DSP cores. These
revenues have not been significant to date.

We-believe that our customer technical support services are key factors in-our licensees’ ability to embed
our SmartCores in their designs and products. Our technology is highly complex, combining a sophisticated DSP
cores architecture,. integrated circuit designs and development tools. Effective customer.support is critical in
helping our customers implement- programmable: DSP core-based solutions and helps to shorten the time to
market of their DSP-based applications. To provide this high quality support, our support organization is made
up of experienced engineers-and professional support personnel. In addition; we conduct detailed technical
training for our licensees and. their customers and visit our hcensees on a regular basis to closely track the
implementation of our technology
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IP Platforms.Licensing Business

_Our strategy is to engage in licensing and royalty agreements with leading semiconductor manufacturers and
OEMs that have a track record of successful adoption and déployment of key next generation technologies. In
total, our IP platform licensing business has executed 87 licensing agreements through June 2002, 59 of which
have royalty components. Licensees include 3Com, Agilent, ARM, Cirrus Logic, Creative Technology, Fujitsu,
Hitachi, Infineon Technologies, Macom, Maxim, Motorola, National Semiconductor;, nVidia, Prariecomm, Psion,
Samsung, Sharp Microelectronics, Sigmatel, Sony, . STMicroelectronics, Tripath, Ubinetics, and p-blox.
STMicroelectronics accounted for approximately 67% of Parthus’ total revenue in 1999, 39% in 2000 and 31%
in 2001.

Maintaining close relationships with our customers is a core part of our-strategy. We typically launch each
new platform or platform upgrade with a signed license agreement with a blue-chip:customer, which helps ensure
that we are clearly focused on viable applications that meet broad industry needs. Strengthening these
relationships is a significant part of our strategy. It allows us to create a roadmap for the future development of
existing platforms, and it helps us to anticipate the next potential applications for the market. We seek to use
these relationships to deliver new platforms in a faster time to market through our research and development
base.

We license to our customers complete platform solutions to perform specific application functions. These
solutions typically incorporate both intellectual property to be embodied on a silicon chip and intellectual
property in the form of software. On occasion, we enter into portfolio licensing agreements whereby a customer.
licenses multiple platforms. By entering into a portfolio license, our customers have access to multiple
‘technology platforms in our portfolio, enabling them to obtain from one supplier all of the IP required to build
next-generation electronic devices. We believe that portfolio license arrangements will generally be larger than
other license agreements and will allow us to develop close, strategic long-term relationships with our portfolio
license customers. Although the precise terms of each of our contracts vary from licensee to. licensee, they
generally require payment of an initial license fee, a re-use license fee, ongoing per-unit royalties or some
combination of these fees. Under the terms of these license agreements, weé may also provide integration services
to help accelerate the customer’s product development cycle.

~ In addition, we enter into collaborative agreements for the sale or distribution-of our products where the
third party can provide additional access to special expertise or potential customers. :

Sales Force of ParthusCeva

The leaders within our targeted markets include a small number of very large organizations. We therefore
believe it is essential to maintain a comprehensive and capable direct sales and marketing organization focused
on these market leaders. Towards this end, we have chosen to headquarter our combined sales activities in San
Jose, California and have established a direct sales force. Each of our sales offices are closely aligned with key
customer accounts and supported by a focused central marketing team.

Our combined sales and marketing force numbers 49 people, of whom 11 were originally with DSP Group
and 38 were originally with Parthus. We have a total of 15 sales offices, located in Atlanta, Georgia; Austin,
Texas; San Diego, California; San Jose, California; Dublin, Ireland; Herzeliya, Israel; Hong ' Kong, China; Seoul,
Korea; Tokyo, Japan; Taipei, Taiwan; Northampton, England; Helsinki, Finland; Stockholm, Sweden; Munich,
Germany; and Caen, France. We have. also contracted with additional sales representatives to. further our
coverage of other significant customers in key geographic areas, including Japan and the U.S. For sales in Japan
and Europe, we use the services of DSP Group in its Tokyo and Sophia Antipolis, France offices. We also have
independent sales representatives covering Southeast Asia in Hong Kong, South Korea and Taiwan. In addition,
we systematically conduct sales prospecting from principal offices, and the sales leads are distributed to our
regronal offices and representatives.
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Marketing of ParthusCeva

We use a variety of marketing-initiatives to stimulate demand and brand awareness in our target markets.
These marketing efforts include presenting at key industry trade shows and conferences, distributing global press
releases, organizing customer seminars, posting information on our website, issuing periodic newsletters and
producing marketing materials. In add1t10n we have established co- marketlng programs w1th our alliance
partners and customers ‘

Our marketing and business development department participates in refining our intellectual property
offerlngs to address new specrfrc market needs and to use our brand name and close relationships to reach and
create ‘demand wrthm system OEMs and semiconductor companies.

Our marketing department is responsible for defining the road map for our next generation of our
IP platforms and DSP cores and their key features. In defining the road map, the markéting department
coordinates with our sales and research and development departments to take into consideration future trends in
semiconductor technology, mcludmg DSP cores architectures and drgrtal signal processing algorithms and
competitive positioning of our products. Qur marketrng department also runs competitive analyses to help us
maintain our competitive position.

Research and Development

Our future competitive position will largely. depend on our ability to develop new generations of
IP platforms and DSP cores in a timely manner to meet the evolving and rapidly changing requirements of our
target markets. Towards this end, we intend to maintain significant research and development teams dedrcated to
developrng new technologrcal solutions and new versions of our existing technology.

As we integrate the businesses and workforces of Parthus and CeVa, we anticipate that we will be able to
combine the complementary technical skills of the research and development personnel of the two companies to
further' enhance our competitive advantage. We also expect to continue to invest substantial funds and personnel
resources in research and development activities.

DSP Cores Licensing Business

All of our DSP cores and related development tools have been developed internally by our research and
development team. Our first product was introduced in 1991. Since then we have introduced five new
generations of products with enhanced performance and one DSP core-based subsystem We have also
continuously sought to improve our existing line of products.

Our DSP cores licensing business research and development team consists of 43 employees. Our research
and development expenses, net of related non-refundable research grants from the Office of Chief Scientist
magnet programs in Israel, were $5.1 million in 2001, $4.8 million in 2000 and $3.2 million in 1999 Nearly all
of the IP for our DSP cores licensing business has been developed 1nterna11y .

Our research and development team consists of engineers who possess significant experience in developing
advanced programmable DSP cores. We believe that our strengths are in our expertise in digital signal processing
algorithms coupled with our deep understanding of processor architectures. These strengths allow us to design
Processors to run licensee-designed software that consumes less power and requires smaller memory space.

Our research and development projects are focused in three areas: product improvement, next generation
product evolutlon and future product revolution.

. Product improvement is the process of makmg incremental modlﬁcanons to our SmartCores designs
that enhance their performance and ease of implementation. In addition, we continuously enhance our
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development tools by adding features to improve the productivity of the software development process.

* . Next-generation product evolution is the process of developing new products, based on the same design
- concepts as the current generation, with substantially better performance and significant new features.

¢ Future product revolutzon is the process of developmg new products that represent a significant
departure from previous generation design concepts and which incorporate evolving trends i in processor
architecture.

-Our research and development projects are initiated based on new technology trends, emerging applications
and inputs from customers and our sales and marketing personnel. We have a budgeting process in which we
assess each project, establish financial goals and targets and assign resources. We monitor our projects through a
variety of processes. We have frequent staff meetings to update our staff on progress and share information. We
also conduct regular pr0]ect reviews with the participation of management, sales, marketing and customer
support In these meetlngs we review a number of aspects of the project including human, financial and technical
resources used and required in the future, achievement of milestones and problems encountered. In addition, we
re-evaluate the project in light of the initial definition and current market conditions.

IP Platforms Licensing Business

Since 1993, our IP platform licensing business has developed a core intellectual property portfolio that
includes a broad array of high-performance analog, digital and software building blocks that provide optimum
cost performance for applications, especially .in the mobile-Internet market. This business has approximately
270 full-time research and development staff located at eight development sites in Ireland, the United States and
the United Kingdom. A significant number of our IP platforms research and development staff have advanced
degrees. These individuals have expertise in all the disciplines required to take a product from conception
through design and into volume manufacturing, including:

« gystems architecture, including modeling and partitioning;
"« analog and mixed-signal fechnology;
* [P integration for system-on-a-chip development;
* software development; and
*  systems integration.
Research and development efforts for our IP platforms business are focused on dehvermg further innovative
solutions that offer clear benefits to our customers in the areas of:
_» faster and higher performance, which is essential for the take-up of new services or content;
- .. lower power requirements, which is critical for battery life;
. smaller élnd lighter chip components, for better overall product design;
* ecasier manufacturing of extremely complex technology, and 4
e N higher value at lower cost.
‘Our IP platforms hcensmg busmess is involved in research programs with a number of university and
independent research groups worldwide. These include both student sponsorships at undergraduate, masters and
doctorate levels, and joint research programs. In addition, several members of our staff work one day per week at

affiliated academic institutions, providing a strong link to the faculty and student bodies. We also encourage our
research and development personnel to maintain active roles in the various international organizations that

~develop and maintain standards in the electronics.and related industries. This involvement allows us to influence

the development of new standards; keeps us informed as to important new developments regarding standards;
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and allows us to demonstrate our expemse to existing and potential customers who also part101pate in these
standards-setting bodles

Proprietary Rights

Our success and ability. to compete are dependent on our ability to develop and maintain the proprietary
aspects of our intellectual property and to operate without infringing the proprietary rights of others. We rely on a
combination of patent, trademark, trade secret and copyright laws and contractual restrictions to protect the
proprietary aspects of our technology. These legal protections afford only limited protection of our technology.
We also seek to limit disclosure of our intellectual property and trade secrets by requiring employees and
consultants with access to our proprietary information to execute confidentiality agreements with us and by
restricting access to our source code and other intellectual property. Due to rapid technological change, we
believe that factors such as the technological and creative skills of our personnel, new product developments and
enhancements to existing products are more important than specific legal protections of our technology in
establishing and maintaining a technology leadership position.

‘We have an active program to protect our proprietary téchnology through the filing of patents:

* In connection with our DSP cores licensing business, we hold four U.S. patents, with expiration dates
between 2013 and 2019, and have 16 patent applications pending in the United States, 11 pending in
Israel, four pending in Japan, four pending in Europe and four pending in South Korea.

-+ In connection with our IP platform licensing business, we currently hold 16 U.S. patents, with expiration
dates between 2011 and 2020, and 13 non-U.S. patents on various aspects of our technology. We also
have 39 patent applications pénding in the United States and an additional 20 pendmg in the United
Kingdom and other jurisdictions. :

We actively pursue foreign patent protection in other countnes where we feel it is prudent to do so. Our
policy is to apply for patents or for other appropriate statutory protection when we develop valuable new or
improved technology. The status of patents involves complex legal and factual questions, and the breadth of
claims allowed is uncertain. Accordingly, we cannot assure you that any patent application filed by us will result
in a patent being issued, or that our issued patents, and any patents that may be issued in the future, will afford
adequate protection against competitors with similar technology; nor can we provide assurance that patents
issued to us will not be infringed or that others will not design around our technology. In addition, the laws of
certain countries in which our products are or may be developed, manufactured or sold, may not protect our
products and intellectual property rights to the same extent as the laws of the United States. We can provide no
assurance that our pending patent applications or any future applications will be approved or will not be
challenged by third parties, that any issued patents will effectively protect our technology,.or that patents held by
third parties will not have an adverse effect on our ability to do business.

The semiconductor industry is characterized by frequent litigation regarding patent and other intellectual
property rights. Questions of infringement in the semiconductor field involve highly technical and subjective
analyses. Litigation may in the future be necessary to enforce our patents and other intellectual property rights, to
protect our trade secrets, to determine the validity and scope of the proprietary rights of others, or to defend
against claims of infringement or invalidity. We cannot assure you that we would be able to prevail in any such
litigation, or be able to devote the financial resources required to bring such litigation to a successful conclusion.

In any potential dispute involving our patents or other intellectual property, our licensees could also become
the targets of litigation. We are generally bound to indemnify licensees under the terms of our license
agreements. Although our indemnification obligations are generally subject to a maximum .amount, these
obligations could nevertheless result in substantial expenses. In addition to the time and expense required for us
to indemnify our licensees, a licensee’s development, marketing and sale of products embodying our solutlons
could be severely disrupted or shut down as a result of litigation.
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We also rely on trademark, copyright and trade secret laws to protect our intellectual property.
PalmDSPcore, PineDSPcore, OakDSPcore, OCEM,‘ TeakDSPcore, Pine, Teak and Teaklite are United States
registered trademarks of ParthusCeva or its affiliates. Parthus, the Parthus logo and BlueStream are European
Community trademarks of ParthusCeva or its affiliates. The registration of the following trademarks is pending
in the United States: ParthusCeva, the ParthusCeva logo, Ceva, the Ceva logo, SmartCores, Assyst, Parthus, the
Parthus logo, MachStream, MobiStream, WarpStream, MediaStream, BlueStream and NavStream. Application
for the following trademarks is pending in other jurisdictions: ParthusCeva, the ParthusCeva logo, Ceva, the
Ceva logo, SmartCores, Assyst, Parthus, the Parthus -logo, MachStream, MobiStream, WarpStream,
MediaStream, InfoStream, BlueStream and NavStream. The following trademarks are in use: PalmASSYST,
PINE ASSYST SIMULATOR, XpertTeak, XpertDSP, XpertPalm, OpenKey, DSCKey, VoPKey, EDP,
SmartCores Enabled, PDKit, ODKit, TLDKlt TDKit and In8Stream.

Competition

We believe that the' combination of Parthus and Ceva will position us to offer a unique range of solutions,
including one of the most comprehensive offerings of DSP cores and IP platforms. We anticipate, however, that
we will continue to face much of the same competitive environments hlstoncally faced by our separate DSP
cores and IP platforms licensing businesses.

DSP Cores Licensing Business.

The programmable DSP cores market is highly competitive and is characterized by rapid techinological
change due to, among other things, the increasing demand for software-based DSP solutions for the emerging
wireless, telecommunications and multimedia applications. These trends lead to frequent product introductions,
short product life-cycles and increased product capabilities, typically: representing significant performance,
power consumption and cost improvements in each new generation of products.

. We compete with other suppliers of licensed programmable DSP cores and with suppliers of other DSP
solutions. We believe that the principal competitive factors of a programmable DSP-based system are processor
performance, overall system cost, power consumption, ﬂex1b111ty, reliability, software avaﬂablhty, ease of
implementation, customer support and name recognition.

The market is dominated by large, fully integrated semiconductor companies that have significant brand
recognition, a large installed base and a large network of support and field application engineers. We face dlrect
and indirect competition from: .

« intellectual property vendors that offer programmable DSP cores;
» intellectual property vendors of-general purpose processors with DSP extensions;

» intérnal design groups of large- chip companies that develop proprietary DSP solutions for their own
application-specific chips; and : »

* semiconductor companies that offer off-the-shelf programmable DSP chips.

We face direct competition mainly from various private intellectual property companies such as BOPS,
Improv and 3DSP. In addition, some large chip manufacturing companies such as Infineon Technologies and LSI
Logic make their proprietary DSP technology available for license to create a second source for their technology. -

In recent years, we have also faced competition from companies that offer microcontroller/ microprocessor
intellectual property. These companies’ products are used for control and system functions in various
applications, including personal digital assistants and video games. Embedded systems typically incorporate both
microprocessors responsible for system management and a programmable DSP that is responsible for
communication and video/audio/voice compression. Recently, companies such as ARC, ARM.Holdings, MIPS,
and- Tensilica have added a DSP extension to their products in addition to the microcontroller functions, which-
may successfully compete with our demgns in-applications that involve low to moderate -DSP performance
requirements.
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With respect to certain large potential customers, we also compete with their internal engineering teams
supplying programmable DSP cores, who may design products for use by other divisions internally, rather than
licensing our products. These companies, which include Fujitsu, NEC and Philips, both license our designs for
some applications and use their own proprietary cores for other applications. In the future, such companies may
choose to license their proprietary DSP cores to third parties and, as a result, become direct competitors.

We also compete indirectly with several general purpose programmable DSP semiconductor companies,
such as Agere Systems, Analog Devices, Motorola, Texas Instruments and StarCore, a venture formed by
Infineon, Agere and Motorola. These companies have proprietary chip technologies that can be accessed only as
part of their semiconductor products, while our technology is licensed to multiple vendors. OEMs may prefer to
buy general purpose chips from large, established semiconductor companies rather than license our products. In
addition, the general purpose semiconductor companies are major competitors of semiconductor companies that
license our technologies. It is also possible that in the future these DSP semiconductor companies may choose to
license their prop'ri‘etary DSP cores tQ third parties and compete directly with us. '

Our SmartCores architecture is an independent DSP technology licensed to other companies, which we
make available together with a full package of design tools and technical support. We believe that designs using
our SmartCores architecture offer high performance along with small memory size and low-power consumption.
In addition, our experience in designing and licensing programmable DSP cores can help semiconductor
companies and system OEMs to create a competitive system-on-a-chip solution that takes advantage of our
licensees’ proprietary intellectual property as well as ours.

1P Platfbrms Licensing Business

Given the rapid rates of technological change and of new product introductions in our target markets, we
believe that a key competitive factor in these markets is whether a solution allows manufacturers to deliver the
performance and features demanded by their target markets more quickly than their competitors can. Because of
our complete platform approach and our strong resources in key areas such as mixed-signal technology, we
believe that we are extremely competitive in delivering complete solutions that meet the requirements of our
customers. In addition, we believe that the difficulty of attracting an adequate number of qualified technical staff,
particularly in the areas of analog and mixed signal technology, coupled with the difficulty of combining know-
how across the range of technologies required to provide a complete solution in this market area, present
substantial barriers to entry for new entrants into this area. Other important competitive factors include price,
product quality, design cycle time, reliability, performance, customer support, name recognition and reputation
and financial strength. :

Given our reliance on relationships with a number of leading companies in the semiconductor and
electronics industry, our competitive position is dependent on the competitive positions of those companies. In
addition, the companies with whom we have relationships do not license our intellectual property exclusively,
and several of them also design, dévelop, manufacture and market products based on their own intellectual
property or on other third-party intellectual property. They therefore often compete with each other and with us
in various applications.

We compete, w1th a variety of companies, ranging from smaller, niche semiconductor design companies to
large semiconductor manufacturers and OEMs, many of whom are our customers. We believe that our principal
competition comes from the in-house research and development teams of such manufacturers, many of whom
have significantly greater financial and/or technical resources than we do. In addition, we must in such cases
overcome any organizational bias against out-sourced solutions before we can compete successfully.

" Aside from the in-house research and development groups of such manufacturers, we do not compete with
any individual company across the range of our market offerings. Within particular market segments, however,

97




we do face competition to a greater or lesser extent from other industry participants. For example, in the
following specific areas we compete with the companies indicated:

* in the Bluetooth and 802.11 technology arenas—with NewLogic and Tality;
+ in the GPS market—with SiRF, Snaptrack and Trimble;

¢ in the GPRS and W-CDMA markets—with TTPcom; and

+  in the Internet audio market-—with Micronas, e.Digital and Xaudio.

We cannot be certain that we will have the financial resources, technical expertise, and marketmg or support
capabilities to compete successfully in the future.

Employees

The table below presents the number of employees of Ceva, Parthus and ParthusCeva (giving effect to the
combination of Ceva and Parthus as of June 30, 2002), by function and geographic location.

Ceva Parthus ParthusCeva

Total eMPIOYEES...........ooveovrreirerireiereerereee e sneneens FI 66 352 418
Function : : '
Research and development ..........c.ccoeevnieniiiinceninencne s 43 271 - 314
Sales and MATKEHNG ..........vvevveeeeereereerierrereereseen eeversasieen 11 38 49
Technical SUPPOTt.......coccreririreetrciererc ettt 10 — 10
AdMINISITALION 1.vevveiieiereeiie ettt rrre s seebe b s ssse e eenes 2 43 45
Location

TEELANG ......ooooovreeess et — 2230 223
ISTACT .ot s 60 — 60
United States................. ettt e et r e 2 33 55
United Kingdom .......cccccoevvvirevnernene SOOI — 60 60
EISEWHETE ..o e eeeere e seeeeaseesseerenesanas e 4 16 20

Parthus is currently implementing a reduction in workforce in connection with streamlining of two product
lines.

Our employees are not represented by any collective bargaining agreements, and neither Parthus nor our
DSP cores licensing business has ever experienced a work stoppage. We believe our employee relations are
good.

Competition for personnel in the semiconductor and software industries in general has historically been
intense. We believe that our future prospects will depend, in part, on our ability to continue to attract and retain
highly skilled technical, marketing and management personnel. In particular, there is a limited supply of highly
qualified engineers with analog, mixed-signal and digital signal processing experience.

A number of our employees are located in Israel. Certain provisions of Israeli law and of the collective
bargaining agreements between the Histadrut (General Federation of Labor in Israel) and the Coordination
Bureau of Economic Organizations (the Israeli federation of employers’ orgamzatlons) apply to our Israeli
employees.

In addition to our own employees, certain employees of DSP Group and its subsidiaries in Japan and France
historically have performed sales and technical support activities for us; the costs associated with these
employees have been allocated to us. Going forward, these DSP Group’s sales and technical support people will
continue to provide services to ParthusCeva and will charge ParthusCeva the cost of prov1d1ng such services at
agreed-upon prices and fees. - :
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Facilities

Our headquarters are located in San Jose, California and we have principal offices in Dublin, Ireland and
Herzeliya, Israel. :

We lease land and buildings for our executive offices, enéineering, sales, marketing, administrative and
support operations and design centers. The f0110w1ng table summarizes information with respect to the pnnmpa]
facilities leased by us:

" Area i
] Location ) B (Sq. Feet) . Principal Activities '
San Jose, CA, U.S..oii e, 10,000  Sales, marketing, engineering, administration.
(Headquarters) ' ' ‘ a
Dublin, Ireland..........cceevrvveevrienienniennn S 32,700  Executive offices, engmeermg, sales, marketing,
(Principal Office) ‘ . administration. .
Herzeliya, Israel.......ccooeiinniiiniie, 10,170  Executive offices, engmeenng, sales, marketmg,
(Principal Office) administration.
Cork, Ireland ..................................... e ——.a 10,000 Engineering, administration.
Limerick, Treland .........c.co.oooroooiecosscoereee 4,000 Engineering.
Belfast, Northern Ireland ..o, 8,000 Engineering.
Northampton, England ....... ESTRRUUURURURPRURPRUNY : 18,000 Engineering, marketing, administration.
Austin, TX, U.S. oo 10,400 ~ Research and development, marketing,
) administration.
Caen, France......c.ccocvernnens et 550 Research and development.

‘Our Israeli facility is subleased from DSP Group; the sublease on this space expires in November 2003‘With
an option to extend the lease for up to five additional years upon nine months prior notice and an option to
terminate it upon three months prior notice.

Legal Proceedmgs

None of Ceva, Parthus or DSP Group is currently, nor have any of them in 1 the last 12 months been, 1nvolved
in any legal or arbitration proceedmgs (including any such proceedlngs which are pending or threatened of which
we are aware) that have or, in the last 12 months have had, a significant effect on our or their financial position or
results of operations.
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MANAGEMENT

* Executive Officers and Directors

Below we identify the people who serve as our executive officers and directors (giving effect to the
combination of Ceva and Parthus), as well as their ages as of June 30, 2002:

Name Age . Position(s)

Eliyaht Ayalon.......ccccceveeeververeeenereniersseseesesesseenns 5 Chairman of the Board of Directors

Brian Long.....ccoiinicene e 45 Vice Chairman of the Board of Directors

Kevin Fielding................. et ra e reessa bt eseahrbteearonnae 39 President, Chief Executive Ofﬂcer and Director

Zvi leon(l) ................... » 43 Director

Bruce A. Mann(2)._ .................................................... 67 Directpr ‘

\i’illiam McCabe(1)(2) .................. SO 44  Director

Sven-Christer NilSSON(1)(2) covrrrrosrreese 58 Director

Louis SilVer(1)(2) ccocvviivereiiinreneresieerereerireseeesneesreees 48 Director

Gideqn Wertheizer ......coceeveverininiccricee e 45 Executive Vice President—Business Deve1opméht
and Chief Technology Officer - ’

Eoin GIleY ......oeeeeiiereeeseceneee s ST 40  Chief Operating Officer o

Elaine Coughlan ... 30 Chief Financial Officer

William McLean.........ccoovneeennd v ‘44 Vice President—Sales

Issachar Ohana ........cocceveveneneiiienieneccen e 36 Vice President and General Manager of the DSP
Inteliectual Property Licensing Division

Bat-Sheva Ovadia................_ ..................................... _ 38 Chief Scientist—DSP Technologies

(1) Member of audit committee
(2) Member of compensation committee

Eliyahu Ayalon has served as Chairman of our board of directors since the closing of the combination of
Parthus and Ceva and as a member of our board of directors since the incéption of Ceva, Inc. in November 1999.
Mr. Ayalon also served as Ceva’s Chief Executive Officer from November 1999 to January 2001. Mr. Ayalon
joined DSP Group in April 1996 as President, Chief Executive Officer and a member of the board of directors. In
January 2000, Mr. Ayalon was appointed to serve as Chairman of the board of directors of DSP Group.
Mr. Ayalon joined DSP Group from Mennen Medical, a developer and manufacturer of healthcare products,
where he served as President and Chief Executive Officer from May 1992 to April 1996. Mr. Ayalon holds a
B.Sc. in Electrical Engineering from the Technion-Israel Institute of Technology.

. Brian Long has served.as Vice Chairman of our board of directors since the closing of the combination of
Parthus and Ceva. He also served as. Chief Executive Officer and a member of the board of directors of Parthus
from 1993 until the combination with Ceva, and was one of the co-founders of Parthus. Mr. Long has more than
20 years’ experience developing intellectual .property solutions for the semiconductor industry. Prior to co-
founding Parthus, Mr. Long was a chief design engineer with AT&T, a telecommunications company. Mr. Long
later held corporate responsibility for mixed-signal technology development at Digital Equipment Corporation, a
computer company, coordinating its cooperation with major semiconductor companies in the field of integrated
circuit technology design and development. Mr. Long is the named inventor in several U.S. and European
integrated circuit design patents and is currently on the board of the National Microelectronics Research Centre,
Ireland. He holds undergraduate and masters degrees in Electronic Engineering from Trinity College, Dublin,
Ireland.
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-Kevin Fielding has served as our President, Chief Executive Officer and as a member of our board of
directors since the closing of the combination of Parthus and Ceva. He served as President of Parthus from March
2001 until the combination with Ceva,-and as a member of the board of -directors of Parthus from November
2000 until the combination with Ceva. He served as Chief Operating Officer of Parthus from 1998 to 2001. Mr.
Fielding joined Parthus from Digital Semiconductor in Boston, U.S., where he was Managing Director of
Digital’s StrongARM business. He has over 18 years’ experience in the semiconductor business in the U.S. and
Europe. He holds undergraduate and masters degrees in Electronic Engineering from the National University of
Ireland, Cork and an MBA from Northeastern University.

Zvi Limon has served as a member of our board of directors since November 1999. He has also served as a
director ‘of DSP Group since February 1999. Mr. Limon is currently self-employed. He served as Chairman of
Limon Holdings Ltd., a consulting and investment advisory firm, from October 1993 to July 2000. He holds a
B.A. in economics and business administration from Bar Ilan University in France and an MBA from INSEAD
Fontainebleu in France. ’ :

Bruce A. Mann has served as a member of our board of directors since April 2001. Mr. Mann has been a
- partner of Morrison & Foerster LLP, our legal counsel, since February 1987, and a Senior Managing Director of
WR Hambrecht & Co., an investment banking firm, since October 1999. Mr. Mann holds a B.A. in business
administration and’ a 1.D. from the University of Wisconsin.

: William McCabe has served as a member of our board of directors since the closing of the combination of
Parthus and Ceva. He also served as a non-executive director of Parthus from 1997 until the combination with
Ceva. He is the former Chairman of SmartForce plc (formerly CBT Group plc), an Irish company specializing in
interactive educational software. He holds a degree in Economics from Queens University, Belfast.’

Sven-Christer Nilsson has served as a member of our board of directors since the closing of the combination
of Parthus and Ceva. He served as a non-executive director of Parthus from 2000 until the-combination with
Ceva. He is a co-founder and director of Startupfactory, a venture capital and early-stage investor headquartered
- in Stockholm, Sweden. Between 1982 and 1999 he held various positions with Ericsson, the telecommunications
equipment suppher including President, Ericsson Radio Systems (Sweden), Vice President, Mobile Switching
Systems, Executive VICC President, Cellular Systems-American Standards, and, from 1998, Chief Executive
Officer. Mr. Nilsson holds a BSc in Computer Science from the University of Lund, Sweden

Louis Silver has served as a member of our board of directors since April 2002. He has also served as a
director of DSP Group since November 1999. Mr. Silver has served as an advisor and counsel to the Discount
Bank & Trust Co., an international bank, since September 1996. From April 1992 to December 1995, Mr. Silver
served as Vice President, Secretary and General Counsel of Sapiens International, a provider of enterprise-wide,
mission-critical business solutions. He holds an A.B. from Harvard College, an LLB from Tel Aviv University
School of Law and an LLM from New York University School of Law.

.Gideon Werthezzer has ‘served as our Executive Vice Presidént—Business Development and Chief
Technology Officer since the closing of the combination of Parthus and Ceva. He also served as Ceva’s Chief
“Executive Officer and Premdent from January 2001 until the combination with Parthus. Prior to joining us,
Mr. Wertheizer was with DSP Group, starting in September 1990 as Project Manager of the VLSI Design Center
and became Vice President of the Design Center in August 1995, In November 1997, Mr. Wertheizer was
appointed Vice President—Marketing of DSP Group. In January 2000, Mr. Wertheizer was appointed Executive
Vice President of Intellectual Property of DSP Group. Mr. Wertheizer holds a B.S. in Electmcal Engineering
from Ben Gurion University in Israel and an MBA from University of Bradford in England.

Eoin Gilley has served as our Chief Operating Officer since the closing of the combination of Parthus and
Ceva. He served as Chief Operating Officer of Parthus from March 2001 until the combination with Ceva.

Mr. Gilley joined Parthus from Artesyn Technologies, a provider of power conversion equipment to the
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communications industry, where he spent three years and held the position of Managing Director, Europe.
Previously, Mr. Gilley spent 15 years with Apple Computer, including at Apple’s European manufacturing
facility plant and, most recently, in Cupertino, California, as Director of Operations for Apple’s Newton
Division. From 1995 to early 1998, he held the position of Vice President/General Manager Europe 'with
Quarterdeck International Ltd., a software provider, based in Dubhn Ireland. Mr. Gilley has a B.S.
Engmeermg and an MBA from Fordham University.

Elaine Coughlan has served as our Chief Financial Officer since the closmg of the combination of Parthus
and Ceva. She served as Chief Financial Officer of Parthus from March 2001 until the combination with Ceva,
and had served as Parthus’ Vice President—Finance from August 2000 to March 2001 and as its Corporate
Controller from December 1999 to August 2000. Ms: Coughlan joined Parthus from IONA Technologies plc, a
provider of enterprise software solutions, where she held senior financial positions, including Vice President -of
Finance, Acting Corporate Controller, Assistant Corporate Controller and. European Financial Controller.
Previously she spent eight years at Ernst and Young, a public accounting firm, as a-senior audit- manager
specializing in advising clients registered with the Securities and Exchange Commission in the technology sector
and handling public offering transactions. She is an Associate of the Institute of Chartered Accountants in
Ireland.

William McLean has served as our Vice President—Sales since the closing of the combination of Parthus
and Ceva. He served as President, U.S. Operations and Vice President Worldwide Sales of Parthus from 1998
until the combination with Ceva. He joined Parthus from Authentec, a biometrics firm and spin-off from Harris
Semiconductor, where he was Vice President and Chief Marketing Officer. Mr. McLean joined Harris
Semiconductor in 1996, serving as Vice President and General Manager of Worldwide Sales and Marketing.
Mr. McLean previousty served as Vice President of OEM Sales at Fujitsu - Microelectronics, and Vice President
of Sales and Marketing for the start-up firm, Advanced Telecommunications Modules Ltd., a provider of
communications technology. Mr. McLean began his career at Texas Instruments, where he spent 12 years in
various sales and marketing positions. Mr. McLean has a B.S. in Electrical Engineering from Christian Brothers
University, Memphis, Tennessee.

Issachar Ohana has served as our Vice President and General Manager of the DSP Intellectual Property
Licensing Division since the closing of the combination of Parthus and Ceva. Prior to joining us, Mr. Ohana was
with DSP Group beginning in August 1994 as a VLSI design engineer. He was appointed Project Manager of
DSP Group’s research and development in July 1995, Director of Core Licensing in August 1998, and Vice
President—Sales of the Core Licensing Division in May 2000. Mr. Ohana holds a B.Sc. in Electrical and
Computer Engmeermg from Ben Gurion University in Israel and an MBA from Un1vers1ty ‘of Bradford in
England.

Bat-Sheva Ovadia has served as our Chief Scientist—DSP Technologies since the closing of the
combination of Parthus and Ceva. Prior to joining us, she was with DSP Group beginning in' September 1988 as a
DSP algorithm engineer. She was appointed Chief Architect of the DSP core architectures and served as
Department Manager of DSP Group Architecture and Algorithm Department beginning in 1996, the Marketing
and Business Development Director beginning in 1998 and Vice President—Marketing and Business
Development beginning in May 2000. Ms. Ovadia is the named inventor in several U.S. and Israeli patents and
pending patents and is widely published and has presented on issues relating to DSP technology and
applications. Ms. Ovadia holds a BSc. in Electrical Engmeermg from the Technion Inst1tute of Technology,
Israel.

Board Cdmposition and Executive Officers
We currently have authorized eight directors.

Our executive officers are appointed by, and serve at the discretion of, our board of directors. Each of our
officers and directors, excluding non-employee directors, devotes substantially full time to our affairs. Our non-
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employee directors devote such time to our affairs as is necessary to discharge their duties. There are no family
relationships among any of our directors, officers or key employees.

Members of our board of directors serve one-year terms. Executive officers are elected by and serve at the
discretion of the board of directors.

Board Committees

Our board of directors has established an audit commitiee and a compensation committee. Our audit
committee reviews, acts on and reports to our board of directors with respect to various auditing and accounting
matters, including the selection of our independent accountants, the scope of the annual audits, fees to be paid to
the independent accountants, the performance of our independent accountants and our accounting practices.
Messrs. Zvi Limon, William McCabe, Sven-Christer Nilsson and Louis Silver are the current members of our
audit committee.

Our compensation committee establishes salaries, -incentives and other forms of compensation for our
executive officers and other key employees. This committee also administers our incentive compensation and
stock plans. Messrs. Bruce A. Mann, William McCabe, Sven Christer Nilsson and Louis Sllver are the current
members of our compensation committee.

Management Committee

Our company has also established a management committee consisting of Messrs. Ayalon, Long, Fielding
and Wertheizer. In addition, Ms. Coughlan may attend management committee meetings on a non-voting basis.
Our bylaws provide that all material business decisions must be raised before the management committee prior to
any action being taken. The management committee holds regular meeungs members of the committee do not
receive any compensatxon for serving on the committee.

Compensation Committee Interlocks and Insider Participation

We had no compensation committee and no officers who received compensation from Ceva, Inc. prior to the
separation.

Director Compensatlon

- Directors who are employees of our company do not receive any addmonal compensatlon for their services as
directors. Directors who are not employees of our company receive an annual retainer of $20,000, payable in
quarterly installments of $5,000 each. The retainer contemplates attendance at four board meetings per year.
Additional board meetings of a face-to-face nature are compensated at the rate of $500 per meeting. In addition,
committee meetings of a face-to-face nature and on a telephonic basis are compensated at the rate of $500 per
meeting. All directors are reimbursed for expenses incurred in connection with attending board and committee
meetings. Our directors are eligible to participate in our stock plans. As of June 30, 2002, Messrs. Ayalon, Limon
and Silver have been granted options to purchase 1,140,000, 90,000 and 70,000 shares of DSP Group common
stock, respectively. As of June 30, 2002, Messrs. Ayalon, Limon and Mann have been granted options to purchase
800,000, 40,000 and 40,000 shares of Ceva common stock, respectively. As of June 30, 2002, Messrs. Fielding
and Nilsson hold options to purchase 1,320,970 and 249,990 Parthus ordinary shares, respectively. We currently
have no specific plans regarding options to be granted to our directors in the future.

Employment Agreemeﬁts

~ We expect to enter into employment agreements with Eliyahu Ayalon, Elaine Coughlan, Kevin Fielding,
Eoin Gilley, Brian Long, William McLean, Issahar Ohana, Bat-Sheva Ovadia and Gideon Wertheizer. These
agreements will be for an indefinite term. The officer’s employment will be terminable at any time by us upon
the determination of our board of directors on not less than 36 months notice in the case of Mr. Long, 24 months
notice in the case of Mr. Ayalon, 12 months notice.in the case of Mr. Fielding, 9 months notice in the case of Mr.
Wertheizer and 6 months in the case of each of Ms. Coughlan, Mr. Gilley, Mr. McLean, Mr. Ohana and- Ms.
Ovadia.
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Pursuant to the employment agreement we expect to enter into with Mr. Ayalon, Mr. Ayalon will be entitled
to an annual salary of $170,000 and a bonus to be determined at the discretion of the compensation committee of
our board of directors. Mr. Ayalon’s employment will be terminable at any time by us upon the determination of
our board of directors on not less than 24 months notice to Mr. Ayalon, or by him on not less than 24 months
notice to us. If Mr. Ayalon is terminated by us or a succeeding corporation following a change in control of us, or
if he resigns for good reason, he will be entitled to an amount equal to the base salary to which he would
otherwise have been entitled had he remained employed by us for an additional two years and his options will
vest in full. In addition, upon any termination or change in status of Mr. Ayalon as chairman of our board of
directors, all options granted to Mr. Ayalon under our 2000 Stock Incentive Plan will immediately vest and
remain exercisable for a period of two years after his termination of service to ParthusCeva.

Pursuant to the employment agreement we expect to enter into with Mr. Ohana, Mr. Ohana will be entitled to
a salary of $110,000 and a bonus to be determined at the discretion of the compensation committee of our board of
directors. In addition, for the first six months of Mr. Ohana’s employment with us, he will be entitled to receive
sales commission based on established sales targets. After the initial six months period, we will re-evaluate our
arrangement with Mr. Ohana with respect to the sales commission. Mr, Ohana’s employment will be terminable at
any time by us upon the determination of our board of directors on not less than 6 months notice to Mr. Ohana, or
by him on not less than 6 months notice to us.

Pursuant to the employment agreement we expect to enter into with Ms. Ovadia, Ms. Ovadia will be entitled to
a salary of $100,000 and a bonus to be determined at the discretion of the compensation committee of our board of
directors. Ms. Ovadia’s employment will be terminable at any time by us upon the determination of our board of
directors on not less than 6 moenths notice to Ms. Ovadia, or by her on not less than 6 months notice to us.

Pursuant to the employment agreement we.expect to enter into with Mr. Wertheizer, Mr. Wertheizer will be
entitled to a salary of $160,000 and a bonus to be determined at the discretion of the compensation committee of
“our board of directors. Mr. Wertheizer’s employment will be terniinable at any time by us upon the determination
of our board of directors on not less than 9 months notice to Mr. Wertheizer, or by him on not less than 9 months
notice to us.

The employment agreements we expect to enter into with Ms. Coughlan, Mr. Fielding, Mr. - Gilley,
Mr. Long, Mr. McLean, Mr. Ohana, Ms. Ovadia and Mr. Wertheizer will also include the following terms. Under
each agreement, if we, or an acquiring or succeeding corporation after a change in control of us:

» terminate the officer’s employment for any reason, other than for cause; or
* if the officer resigns after we

— assign him or'her_ to 'duties inconsistent in any material respect with, or materially diminish, his or
her position, authority or responsibilities;

— reduce the officer’s annual base salary other than through a comparable red_uction in” salary
-affecting all similarly situated employees;

— fail to continue to provide any material compensation or benefit plan or program in which the
officer participates or provide such compensation, plan or program on a materially reduced basis;

— fail to award cash bonuses to the officer in amounts and in a manner substantially consistent with
past practice in light of our financial performance; or

— relocate the officer to a new office that is more than 60 kilometers from the officer’s principal
residence and more than 35 kilometers from the location at which the officer performs his or her
principal duties for us : ‘

then the officer will be entitled to fringe benefits and an amount equal to the compensation to which the officer
would otherwise have been entitled if the officer had remained employed by us for the greater of two years after
the termination or until the expiration of the officer’s employment period set forth in the employment agreement,
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and the officer’s options shall vest in full. If the officer’s employment by us is terminated by death of the officer,
his or her options shall vest in full. .

Mr. Gilley’s current agreement with Parthus provides that in the event of a change in control of Parthus, if
within six months his employment is terminated without cause or fault, he is entitled to receive an amount equal
to six months salary and all options granted to him will vest in full. This agreement will be superseded by, his
new employment agreement which, by contrast, as indicated above, will provide that if Mr. Gilley is terminated
by us, or by our successor resulting from a change in control, for any reason other than for cause, or if he resigns
for good reason, he will be entitled to 24 months salary and fringe benefits, and all options granted to him will
vest in full.

Parthus Repayment of Capital

In their capacity as Parthus shareholders, the existing directors and executive officers of Parthus (1nc1ud1ng
Brian Long) and their affiliates, as a group, will receive, in the aggregate, approximately 31% of the $60 million
cash repayment of capital to be made to Parthus shareholders immediately prior to the combination. Within this
group, those who will also serve as directors or executive officers of ParthusCeva immediately following the
combination (including Brian Long) and their affiliates will receive, in the aggregate, approximately 23% of the
total repayment and Mr. Long himself will receive approximately 18.5% of the total repayment.

The $60 million cash repayment of capital to be made to Parthus shareholders is being made to provide an
interim cash return to the Parthus shareholders and to achieve a capital structure for the combined entity that
properly reflects the relative contributions of the two constituent companies.

The Parthus affiliates entltled to receive amounts pursuant to the distribution are Bnan Long, Kevin
Fielding, Michael Peirce, Peter McManamon, Kelburn Limited and Joan Scully, who will recelve approximately
$11,213,068, $628, $1,871,550, $3,049,669, $2,699,701 and $28 505, respectively.

Executlve Compensation

Presented below is certain information for fiscal year 2001 concerning the compensation for Eliyahu
Ayalon, a member of our board of directors, Gideon Wertheizer, our Executive Vice President—Business
Development and Chief Technology Officer, Issachar Ohana, Vice President and General Manager—DSP
Intellectual Property Licensing Division and Bat-Sheva Ovadia, Chief Scientist—DSP Technologies. We had no
employees in 2001. Messrs. Ayalon, Wertheizer, Ohana and Ms. Ovadia were the only four of our expected
executive officers, a majority of whose compensation w1th DSP Group was allocated to us for fiscal 2001 (the
“Named Executwe Officers™).

Summary Compensation i‘able

2001 Annual

. . . ) ) Compensation
Name and Principal Position v Salary($)(1) Bonus($)(2) -
Eliyahu Ayalon ‘ , o
Member of the Board of Directors............... SRR RUTUUURRIt $191,522  $210,000

Gideon Wertheizer
Executive Vice President—Business Development and Chief Technology S
L OfICET e e enenees e $206,787 $100,000
Issachar Ohana ' .
Vice President and General Manager of the DSP Intellectual Property

Licensing DIVISION ...c.cvieereiciveroirieesincainiesieriniruiessssssssssasssessssiorsanaramssisnens $177,560 % 0
Bat-Sheva Ovadia ‘
Chief Scientist—DSP TeChNOlOZIES ....cccvveviereririiierircins s $128,111 $ 40,000

(1) Salaries include social benefit payments and car allowances. With respect to Mr. Ohana, salaries also
include sales commission in the aggregate amount of $54,110. :
(2) Includes bonus amounts earned in 2001 and pa1d in 2002.

105




The following information relates to the executive compensation received from Parthus by the executive
officers of Parthus during 2001, although such individuals received no compensation from Ceva in that period.

The aggregate compensation, including benefits in kind, paid to Parthus directors and senior management
for 2001 was $1,134,000. Parthus also granted to Parthus directors and senior management during 2001 options
to purchase an aggregate of 16,150,000 Parthus ordinary shares.at an average exercise price of $0.45 per share.
These options expire in 2008. Parthus executive directors do not receive any additional compensation for their
services as members of the Parthus Board but are reimbursed for their reasonable out-of-pocket expenses
incurred in attending meetings of the board of directors.

The following table sets out remuneration, including pension contributions, paid to or accrued for all of the
Parthus directors for 2001:

Salary Taxable Pension ' Total Total
and fees ' Bonuses - Benefits contributions 2001. 2000
(in thousands)
Executive Directors : ’ :
Brian LONE ...ccccocieiiininecnineneccceerene e $182 C5— $ 2 - $27 $211 $363
Kevin Fielding* ..........ccccccovenn. et 192 — 1 19. 212 20
Non-executive Directors ‘
Michael PEeirce .......c..ooovieeeeiviiiiiiecceie ettt e — — — — . — —
William McCabe.........ooooeeiiiiiieiie e 35 — — — 35 35
Sven-Christer NilSson®.........ccccocvveerierenervcrnnereeseeneens 40 — — — 40 30
$631 $ $ 6 $ 73 $710 $811

* Mr. Fielding was appointed a director on November 27, 2000; Mr. Nilsson was appointed a director on
March 31, 2000.
Option Grants in Fiscal Year 2001

The following table sets forth certain information for each of our Named Executive Officers concerning
stock options of Ceva granted to them during the fiscal year ended December 31, 2001.

Individual Grants

X Potential Realizable
Nmél::; of Value at Assumed Apnual

Securities Percent of RaAtes :_): g;?icol;l)fg,ce

Underlying Total- Exercise Op‘:ion Term(5)
Options * Options Price Per Expiration P

_ Granted(1) Granted(2) Share(3) Date(4) 5%($) 10%(3$)

Gideon Wertheizer .l......occcevveeeieiieciineneeenns 300,000 29.9% $5.37 01/22/08 $655,838 $1,528,380

(1) Options granted pursuant to Ceva’s 2000 Stock Incentive Plan. 25% of the options granted vest one year from
the date of grant. Thereafter the remaining 75% of the options granted vest quarterly over the next three years.

(2) In the last fiscal year, Ceva, Inc. granted options to purchase an aggregate of 1,002,740 shares.

(3) In determining the fair market value of our common stock, our board of directors considered various factors,
including our firancial condition and business prospects, our operating results, the absence of a market for
our common stock "and the risks normally associated with high technology companies and relied
significantly upon the report of Ducas Economic Planning Ltd. related to the valuation of the DSP cores
licensing business. The exercise price may be paid in cash, check, promissory note, shares of our common
stock, through a cashless exercise procedure involving same-day sale of the purchased shares or any
combination of such methods. ‘

(4) Options may terminate before their expiration dates if the optionee’s status as an employee or consultant is
terminated or upon the optionee’s death or disability.

(5) The 5% and 10% assumed annual rates of compounded stock price appreciation are mandated by rules of
the Securities and Exchange Commission and do not represent our estimate or projection of our future
common stock prices. ‘
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In addition, as part of the separation of the DSP cores licensing business from DSP Group and the distribution
of the equity of Ceva held by DSP Group to its stockholders, each DSP Group option held by our Named Executive
Officers entitled them to receive an optien to purchase one share of ParthusCeva’s common stock for every three
shares of DSP Group common stock covered by the option. As a result, as of June 30, 2002, Messrs: Ayalon, Ohana
and Wertheizer and Ms. Ovadia received options to purchase 380,000, 30,000, 23,333 and 23,500 shares. of
ParthusCeva’s common stock, respectively.

The following information relates to option grants for the executive officers of Parthus during 2001,
although such individuals did not receive option grants or hold any options from Ceva in that period. Parthus
options will continue with the same terms and conditions after the combination with Ceva, except that they will
become options to purchase shares of ParthusCeva’s common stock such that the number of shares of
ParthusCeva’s common stock purchasable upon the exercise of each Parthus option will be equal to the number
of Parthus shares underlying the option, adjusted to take into account the conversion of Parthus shares into
ParthusCeva shares. The exercise price per share will also be adjusted proportionately. If a satisfactory
supplemental private letter ruling is obtained from the Internal Revenue Service, certain Parthus options will be
repriced immediately -prior to becoming options to purchase ParthusCeva common stock. See “Combmatlon with
Parthus Technologles plec—Adjustment of Exercise Prices of Parthus Options.”

As of July 31, 2002, options to purchase 107,866,312 ordinary shares were outstanding at exercise prices
ranging from $0.031 to $2.70 per share. Of these, options to purchase an aggregate of 36,771,850 ordinary shares
were held by directors and executive officers of Parthus who will serve as directors or executive officers of
ParthusCeva after the comb1nat10n Below is table showing option grants to Parthus officers and directors in
fiscal 2001.

Parthus Options
- ) Number of Ordinary Exercise  Dates of Expiration
Name Shares Underlying Options Price Grant Date
Kevin Fielding ......ccccovvriniiniiiniicncnceenencciennneeenn 4,900,000 $0.285 9/20/01  9/20/08
Eoin Gilley.....covverevenrcnnnene. e e e 2,250,000 $ 1.50  3/2/01 3/2/08
. » o 3,000,000 $0.285  9/20/01  9/20/08
Elaine Coughlan .......ccocoevneciniiiinnincnniinnicn 3,000,000 $0.285.  9/20/01  9/20/08

William McLean........ et e et e 3,000,000 $0.285 9/20/01  9/20/08

Stock Plans
2002 Stock Incentive Plan

. Our 2002 Stock Incentive Plan was adopted by our board of directors and sole stockholder in July 2002. Up
to 1,800,000 shares of our common stock, which number reflects the adjustments from actions taken in
connection with the spin-off of Ceva from DSP Group and is subject to adjustment in the event of future stock
splits and other similar events, are reserved for issuance under the 2002 Stock Incentive Plan. No options have
been granted to date under the 2002 plan, which became effective as of the date of the combination with Parthus.

The 2002 Stock Incentive Plan provides for the grant of incentive stock options intended to qualify under
Section 422 of the Internal Revenue Code, nonqualified stock options and réstricted stock awards. Our officers,
employees, directors, outside consultants and advisors and those of our present and future parent and subsidiary
corporations are eligible to receive awards under the 2002 Stock Incentlve Plan. Under present law, however,
incentive stock options may only be granted to employees ‘

Optionees receive the right to purchase a specified number of shares of our common stock at a specified
option price, subject to the terms and conditions of the option grant. We may grant options at an exercise price
less than, equal to or greater than the fair market value of our common stock on the date of the grant. Under
present law, incentive stock options and options intended to qualify as performance-based compensation under
Section 162(m) of the Internal Revenue Code may not be granted at an exercise price less than the fair market
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value of the common stock on the date of grant, or less than 110% of the fair market value in the case of
incentive stock options granted to optionees holding more than 10% of our voting power. The 2002 Stock
Incentive Plan permits our board of directors to determine how optionees may pay the exercise price of their
options, including by cash, check or in connection with a “cashless exercise” through a broker, by surrender of
shares of common stock to us, or by any combination of the permitted forms of payment.

Our board of directors and our compensation committee have authority to administer the 2002 Stock
Incentive Plan, Qur board of directors or our compensation committee has the authority to adopt, amend and
repeal the administrative rules, guidelines and practices relating to the 2002 Stock Incentive Plan and to interpret
its provisions. Our board of directors may also delegate authority under the 2002 Stock Incentive Plan to ong or
more committees or subcommittees of our board of directors or to one or more of our executive officers. Subject
to any applicable limitations contained in the 2002 Stock Incentive Plan, our board 'of directors, our
compensation committee or any other committee or executive officer to whom our board of directors de]egates
authority, as the case may be, selects the recipients of awards and determines:

¢ the number of shares of common stock covered by options and the dates upon which such options
become exercisable;

* the exercise price of options;
. the duration of options; and

. the number of shares of common stock subject to any restricted stock awards and the terms and
conditions of such awards, including the conditions for repurchase, issue price, and repurchase price.

Our board of directors determines the effect on an award of the disability, death, retirement, authorized
leave of absence or other change in employment or other status of a plan participant.

In the event of a proposed liquidation or dissolution event, all unexercised options will become exercisable

“in full as of a specified period of time before the event and will terminate immediately prior to the event. Qur

board of directors may specify the effect of a liquidation or dissolution on any restricted stock award under the
2002 Stock Incentive Plan at the time of the grant of such award.

In the event of a merger, consolidation or exchange of all of our common stock in a.share exchange
transaction, all outstanding options under the 2002 Stock Incentive Plan may be assumed or substituted for by the
acquiring or succeeding corporation. If the options are not assumed or substituted for by the acquiring or
succeeding corporation, all unexercised options will become exercisable in full as of a specified period of time
before the event and will terminate immediately prior to the event. In the event of a merger, consolidation or
exchange of all of our common stock in a share exchange transaction, our rights, including repurchase rights,
with respect to outstanding restricted stock awards will become the rights of the acquiring or succeeding
corporation and shall apply to the cash, securities or other property into which our common stock was converted
in the merger, consolidation or share exchange. '

No award may be granted under the 2002 Stock Incentive Plan after July 2012, but the vesting and
effectiveness of awards granted before those dates may extend beyond those date. Our board of directors may at
any time amend, suspend, or terminate the 2002 Stock Incentive Plan. See also “Separation of DSP Cores
Licensing Business from DSP Group—Treatment of DSP Group Stock Options.”

2000 Stock Incentive Plan

In July 2000, we adopted our 2000 Stock Incentive Plan. As of June 30, 2002, there were options to
purchase 2,517,020 shares of common stock outstanding under the. 2000 Stock Incentive Plan with a weighted
average exercise prices.of $5.54 per share, no shares had been issued pursuant to the exercise of options or equity
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incentive awards under the 2000 Stock Incentlve Plan. No further options grants will be made under the 2000
plan. '

“Our board of directors or a committee designated by the board administers our 2000 Stock Incentive Plan,
including selecting the optionees, determining the number of shares to be subject to each option, determining the
exercise price of each option and determining the vesting and exercise periods of each option. The exercise price
of all incentive stock options and non-statutory stock options granted under our 2000 Stock Incentive Plan must
be at least equal to the fair market value of our common stock on the date of grant. With respect to any
participant who owns stock possessing more than 10% of the voting power of all our classes of stock, the
exercise price of any incentive stock option granted must equal at least 110% of the fair market value on the
grant date and the maximum terth of any thése options must not exceed five years. The maximum term of an
incentive stock option granted to any other participant must not exceed ten years. The term of all other awards
granted under our 2000 Stock Incentive Plan will be determined by the board or committee designated by the
board. : :

Generally, options granted under the 2000 Stock Incentive Plan (other than those granted to non-employee
directors) vest at a rate of 25% of the shares underlying the option after one year and the remaining shares vest in
equal portions over the following 12 quarters, such that all shares are vested after four years.

In the event a participant in our 2000 Stock Incentive Plan terminates his or her, employment, or is
terminated by us other -than for cause, any options which have become exercisable prior to the time of
termination shall remain exercisable for twelve months from the date of termination if termination was caused by
death or disability, or three months from the date of termination if termination was caused by reasons other than
death or-disability. In the event a participant in our 2000 Stock Incentive Plan is terminated by us for cause, his
or her option shall terminate concurrently with the termination of employment, 1nclud1ng options which have
become exercisable prior to the time of termination.

In the event we merge with or into another corporation or dispose of all or substantially all of our assets, or
in the event of certain other transactions in which our stockholders before the transaction own less than 50% of
‘the total combinéd voting power of all our outstanding securities after the transaction, all outstanding awards
under the 2000 Stock Incentive Plan will become fully vested and exercisable (but will terminate after the
completion of any of these events) unless they are assumed or equivalent awards are substituted by the successor
corporation or any of its parents or subsidiaries. If the successor corporation or any of its parents or subsidiaries
assumes or replaces awards granted under the 2000 Stock Incentive Plan, none of the awards will be subject to
accelerated vesting.

Unless terminated. sooner, our 2000 Stock Incentive Plan will terminate in 2010. Our board of directors has
authority to amend or terminate our 2000 Stock Incentive Plan, provided that this action will not impair the rights
of any participant without the written consent of that participant. See also “Separanon of DSP Cores Licensing
Business from DSP Group—Treatment of DSP Group Stock Options.”

Parthus 2000 Stock Incentive Plan

~In connection with our combination with Parthus, we assumed the Parthus 2000 Share Option Plan and the
options granted under it. Each option under that plan became an option to purchase the number of shares of our
common stock that the holder of such option would have received had such holder exercised the option prior to
the combination and held Parthus ordinary shares, and the exercise price: per share was adjusted proportionately.
Otherwise, the options outstanding under the Parthus 2000 Share Option Plan continue to be governed by the
terms of this plan. No further options will be granted or other awards made under this plan. As of June 30, 2002,
there were options to purchase 106,549,710 Parthus ordinary shares outstanding under the this plan with a
weighted average exercise price of $0.56 per share. . ,
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Under the terms of the plan, options may be granted to Parthus employees, consultants or directors-and the
employees, consultants and directors of any of Parthus’ subsidiaries. The option holder is entitled to exercise an
option in respect of 25% of the total number of shares subject to option on the first anniversary of the date of
grant. Each successive month thereafter; the option holder is entitled to exercise options in respect of 1/48th of
the total number of shares subject to the option. All shares allotted under the plan rank equally in all respects
with our ordinary shares.

No optlon may be sold, pledged, assigned, transferred or otherwrse d1sposed of in any other manner by the option
holder during his or her lifetime. Options will lapse to the extent that they have not been exercised by the earliest of the
seventh anniversary of its date of grant, the expiration of 12 months from the date of death of the option holder or three
months from the date of cessation of the option holder’s status as an employee, consultant or director.

Chicory Systéms, Inc. 1999 Employee Stock Option/Stock Issuance Plan

Parthus assumed the Chicory Systems, Inc. 1999 Employee Stock Option/Stock Issuance Plan, which we
refer to as the Chicory Plan, and the options granted under it, in May 2001 in connection with Parthus’
acquisition of Chicory Systems, Inc. As of June 30, 2002, there were options to purchase 1,249,401 Parthus
ordinary shares outstanding under the Chicory Plan with a weighted average exercise price of $0.07 per share. No
further options will be granted or other awards made under the Chicory Plan. We assumed the Chicory Plan and
the options granted under it in connection with the combination of Parthus and Ceva, and all options under that
plan have become options to purchase shares of our common stock. Each option under that plan became an
option to purchase the number of shares of our common stock that the holder of such option would have received
had such holder exercised the option prior to the combination and held Parthus ordinary shares, and the exercise
price per: share was adjusted proportionately. Otherwise, the options outstanding under the ChJcory Plan continue
to be governed by the terms of this plan. \

" In the event a participant in the Chrcory Plan terminates his or her employment, or is terminated other than
for cause, any options which have become exercisable prior to the time of termination remain exercisable for
twelve months from the date of termination if termination was caused by death or disability, or three months
from the date of términation if termination was caused by reasons other than death or disability. In the event a
participant in the Chrcory Plan is terminated for cause, or engages in conduct that would warrant termination for .
cause, hlS or her option terminates 1mmed1ate1y

“In the event ParthusCeva is a party to a merger or consolidation in which $ecurities possessing more than
50% of the total combined voting power:of ParthusCeva’s outstanding -securities are transferred to persons
different from the persons holding those securities immediately prior to that transaction, or if ParthusCeva sells,
transfers or otherwise disposes of all or substantially all of its assets in complete liquidation or dissolution, all
options under the Chicory Plan shall automatically vest in full (and shall terminate, except to the extent assumed
by the successor corporation) unless the options are assumed by the successor corporation or its parent, the options
are replaced with a cash incentive program of the successor corporation which preserves the spread existing on the
unvested option shares at the time of the transaction and provides for subsequent payout in accordance with the
same vesting schedule applicable to those unvested option shares, or the acceleration of the options is subject to
other limitations imposed by the administrator of the Chicory Plan at the time of the option grants.

2002 Employee Stock Purchase. Plan

Our 2002 Employee Stock Purchase Plan was adopted by our board of directors and sole stockholder in
July 2002.- Our Employee Stock Purchase Plan is intended to qualify as an “Employee Stock Purchase Plan”
" under Section 423 of the U.S. Interrial Revenué Code and is irtended to provide our employees with an
opportunity to purchase common stock through payroll deductions. An aggregate of 1,000,000 shares of
common stock, which number reflects. the adjustments from actions taken in connection with the spin-off -of
Ceva from DSP Group and is subject to adjustment in the event of future stock splits, future stock dividends or
other similar changes in.our common stock or our capital structure, have been reserved for issuance and are:
available for purchase under our Employee Stock Purchase Plan.
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All of our employees who are regularly employed for more than five months in any calendar year and work
20 hours or more per week will be eligible to participate in our 2002 Employee Stock Purchase Plan. Non-
employee directors, consultants, and employees subject to the rules or laws of a foreign jurisdiction that prohibit
or make impractical their participation in an employee stock purchase plan will not be eligible to participate in
our 2002 Employee Stock Purchase Plan.

Our 2002 Employee Stock Purchase Plan designates offer periods, purchase periods and exercise dates. Offer
periods will generally be overlapping periods of 24 months. Purchase periods will generally be six-month periods.
The initial purchase period will commence following the combination on a date designated by our board of
directors and will end on a date no later than 27 months following the commencement date of the initial purchase
period. Thereafter, purchase periods will commence each February 1 and August 1. Exercise dates are the last day
of each purchase period. In the event we merge with or into another corporation, sell all or substantially all of our
assets, or enter into other transactions in which all of our stockholders before the transaction own less than 50% of
the total combined voting power of our outstanding securities following the transaction, our board of directors or a
committee designated by the board may elect to shorten the offer period then in progress.

On the first day of each offer period, a participating employee will be granted a purchase right. A purchase
right is a form of option that will be automatically exercised on the appropriate exercise date. During the
purchase period, payroll deductions will be made with respect to participating employees and the amounts
deducted will be held to purchase our common stock at the end of the purchase period. The price per share at
which shares of common stock are to be purchased under our 2002 Employee Stock Purchase Plan during any
purchase period is the lesser of:

«  85% of the fair market value of our common stock on the date of the grant of the option, which is the
commencement of the offer period; or

*  85% of the fair market value of our common stock on the exercise date, which is the last day of a
purchase period.

The participant’s purchase right i$ exercised in this manner on each exercise date arising in the offer period
unless, on the first day of any purchase period, the fair market value of our common stock is lower than the fair
market value of our common stock on the first day of the offer period. If so, the participant’s participation in the
original offer period will be terminated, and the participant will automatically be enrolled in the new offer period
effective the same date. '

Payroll deductions may range from 1% to 10% in whole percentage increments of a participant’s regular
base pay and sales commissions, exclusive of bonuses, overtime, annual awards, other incentive payments,
reimbursements or other expense allowances, fringe benefits (cash and noncash), moving expenses, deferred
compensation, third party sick or disability pay, income or gains attributable to restricted stock, stock options,
stock appreciation rights or other similar equity-based compensation, imputed income or other non-cash items,
such as life insurance premiums and similar items, or contributions under any employee welfare or benefit pian,
or certain other items. The maximum number of shares of common stock that any employee may purchase under
our 2002 Employee Stock Purchase Plan during an offer period is determined by dividing $50,000 by the fair
market value of a share of common stock on the enrollment date for such offer period. No more than 25% of the
maximum number of shares which may be purchased during an offer period may be purchased during any single
purchase period within the offer period. U.S. tax laws impose additional limitations on the amount of common

-stock that may be purchased during any calendar year.

Our 2002 Employee Stock Purchase Plan will be administered by our board of directors or a committee
designated by our board, which will have the authority to terminate or amend our 2002 Employee Stock Purchase
Plan, subject to specified restrictions, and otherwise to administer and resolve all questions relating to the
administration of our 2002 Employee Stock Purchase Plan. '

111




SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain information known-to us with respect to beneficial ownership of our
common stock as of June 30, 2002 by: :

* each person known by us to own beneficially more than 5% of the outstanding shares of our common
stock after the distribution of our common stock by DSP Group and our combination with Parthus;

» each of our directors;
« each Named Executive Officer (see “Management—Executive Compensation™); and

» all current executive officers and directors as a group.

Beneficial ownership is determined in accordance with the rules of the Securities and Exchange
Commission. In computing the number of shares beneficially owned by a person and the percentage ownership of
that person, shares subject to options held by that person that are currently exercisable or exercisable within 60
days of June 30, 2002 are deemed outstanding. Percentage of beneficial ownership in DSP Group is based upon
27,057,993 shares of DSP Group’s common stock outstanding as of June 30, 2002. Percentage of beneficial
ownership in Parthus is based upon 590,605,690 ordinary shares of Parthus outstanding as of June 30, 2002.
Percentage of beneficial ownership in Ceva prior to the transactions is based upon 20,000,000 shares of Ceva
common stock outstanding as of June 30, 2002. Percentage of beneficial ownership in ParthusCeva is based upon
18,002,657 shares of ParthusCeva common stock outstanding as of June 30, 2002 (giving effect to the spin-off
and combination). This calculation assumes that immediately upon the closing of the separation of the DSP cores
licensing business from DSP group and the combination of Ceva and Parthus, the existing stockholders of DSP
Group will hold 50.1% or 9,019,331 shares, and the existing shareholders of Parthus will hold 49.9%, or
8,983,326 shares, of the outstanding common stock of ParthusCeva (and is based on the number of shares of DSP
Group common stock and the number of Parthus ordinary shares outstanding as of June 30, 2002). '

To our knowledge, except as set forth in the footnotes to this table and subject to applicable community
property laws, each person named in the table has sole voting and investment power with respect to the shares set
forth opposite such person’s name. Except as otherwise indicated, the address of each of the persons in this table
is as follows: c/o ParthusCeva, Inc., 2033 Gateway Place, Suite 150, San Jose, CA 95110-1002.

Percenta T
Number of ownershigpe Number Percentage  Number of  Percentage Number of Percentage
Shares of in DSP of Shares ownership Shares of ownership Shares of ownership in
DSP Group Group of Ceva inCeva . Parthus in Parthus ParthusCeva  ParthusCeva
prior to prior to prior to prior to prior to prior to after after
Name of Beneficial Owner transactions transactions transactions(l) transactions transactions transactions transactions(2)(3) transactions
Eliyahu Ayalon(4) ............... 760,059 2.7% 600,000 2.9% . —_ —_ 523,919 2.83%
Brian Long(5) ............ . — —_ — — . 110,442,422 18.7% 1,683,417 9.35% -
Ollaberry Limited(6).. — — — — 100,492,422 17.05% 1,531,754 8.5%
Kevin Fielding(7) ...... — E—— — — 1,327,127 0.2% 20,229 ° 0.11%
Zvi Limon(8) ......... 33,333 0.1% - 16,000 * —_ - 7,215 ' 0.04%
Bruce Mann(9)......cc.ccon..... — — 8,000 .k — — 3,608 0.02%
Sven-Christer Nilsson(10).... — — — —_ 249,990 0.04% 3,810 0.02%
Louis Silver(11)....cccccevveenne 33,334 0.1% — * — — 3,333 . 0.02%
Gideon Wertheizer(12)......... 138,124 0.5% 112,500 * — — 96,773 0.54%
Eoin Gilley(13)....cconverncennee — — — : — 994,260 0.2% 15,155 © 0.08%
Elaine Coughlan(14).. —_ — - — — - 856,650 0.1% 13,057 0.07% -
William McLean(15) ............ — — — _— 835,830 0.1% 12,740 0.07%
Issachar Ohana(16)............... 19,185 0.07% 28,000 * — — 19,021 0.11%
Bat-Sheva Ovadia(17) .......... 61,288 0.2% 28,000 * — —_ 33,056 0.18%
All directors and executive :
officers as a group(18)...... 1,045,323 3.7% 792,500 3.8% 114,706,279 19.3% 2,435,333 12.99%
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All shares listed are comprised entirely of stock options granted to these individuals, and show the portion

‘exercisable within 60 days of June 30, 2002. DSP Group granted options to purchase Ceva common stock

to these individuals because it believed that the option grants permitted them to have the possibility of

. participating in any increase in share value of Ceva common stock (or ParthusCeva common stock after the

combination) after the separation of the DSP cores licensing business from DSP Group and created better
performance incentives for, and thus increased the retention of, these individuals who would be central to
the DSP cores licensing business after the separation and combination.

‘Number of shares of ParthusCeva after transactions for each individual previously .associated with DSP

Group is calculated based on an aggregate of (i) shares of ParthusCeva common stock distributed to the
individual (using a distribution ratio of one share of Ceva common stock for every three shares of DSP
Group common stock held as of June 30, 2002), (ii) shares of ParthusCeva common stock issuable upon
exercise of previously granted DSP Group options exercisable within 60 days of June 30, 2002 (adjusted

_using the distribution ratio of one share of Ceva common stock for every three shares of DSP Group

common stock) and (iif) shares of ParthusCeva common stock issuable upon exercise of previously granted
Ceva options exercisable within 60 days of June 30, 2002 (adjusted to reflect the surrender for cancellation
by DSP Group of approximately 55% of its equity ownership in Ceva to Ceva in connection with the spin-

_off of Ceva from DSP Group). Number of shares of ParthusCeva after transactions for edch individual

previously associated with Parthus is calculated based on the aggregate of (i) shares of ParthusCeva
common stock distributed to the individual (based on an assumption that former Parthus shareholders will

~ hold 49.9% of the outstanding .shares of ParthusCeva common stock after the combination of Ceva and
-, Parthus) and . (ii) shares of ParthusCeva common stock issuable upon exercise of previously granted
Parthus options exercisable within 60 days of June 30, 2002 (adjusted based on the assumption that former

Parthus shareholders will hold 49.9% of the outstanding shares of ParthusCeva common stock after the
combination of Ceva and Parthus).

In connection with the separation of the DSP cores licensing business, DSP Group distributed all
outstanding shares of Ceva common stock it held to the DSP Group stockholders, and Ceva granted
options to purchase an aggregate of 2,210,155 shares of its common stock to holders of DSP Group
options. In addition, in connection with Ceva’s combination With Parthus, it issued 8,983,326 shares of its
common stock to former Parthus shareholders.

. The number of shares of DSP Group prior to transactions includes 755,625 shares of DSP Group common

stock subject to ~options held by Mr. Ayalon that are currently exercisable or will become exercisable
W1th1n 60 days of June 30, 2002. The number of shares of ParthusCeva after transactions consists of 1,478
shares of ParthusCeva common stock and 522,441 shares of ParthusCeva common stock subject to options
held- by Mr: Ayalon that. are currently exercisable or will become exercisable within 60 days of June 30,
2002.

The number of shares of Parthus prlor to transactions includes (1) 280,000 Parthus ordlnary shares held by
Mr. Long’s wife and (ii) 100,492,422 Parthus ordinary shares held beneficially and of record by Mr. Long
that are subject to a put and call option agreement between Mr. Long and Ollaberry Limited, an Isle of
Man limited company that is an affiliate of Mr. Long. The number of shares of ParthusCeva after
transactions consists of 1,683,417 shares .of ParthusCeva common stock, of which 1,531, 754 shares are
subject to a put and call optlon agreemem between Mr. Long and Ollaberry Limited.

. The number of shares of Parthus prior to transactions consists entirely of shares held beneficially and of

record by M. Long that are subject to a put and call option agreement between Mr. Long and Ollaberry
Limited, an Isle of Man limited company that is an affiliate of Mr. Long. The number of shares of
ParthusCeva after transactions. consists of 1,531,754 shares of ParthusCeva common stock held
beneﬁcrally and.of record by Mr. Long that are subject to a put and call option agreement between Mr.
Long and Ollaberry Limited. The address of Ollaberry Limited is 41 Athol Street, Douglas, Isle of Man,
IM99 1HN.

The number of shares of Parthus prior to transactions mcludes 1,320,970 shares of Parthus ordmary shares
subject to options held by Mr. Fielding that are currently exercisable or will become exercisable within 60
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days of June 30, 2002. The number of shares of ParthusCeva after transactions consists of 94 shares of
ParthusCeva common stock and 20,135 shares of ParthusCeva common stock subject to options held by
Mr. Fielding that are currently exercisable or will become exercisable within 60 days of June 30, 2002.

- The number of shares of DSP Group prior to transactions consists solely of DSP Group common stock

subject to options held by Mr. Limon that are currently exercisable or will become exercisable within 60
days of June 30, 2002. The number of shares of ParthusCeva after transactions consists of solely of shares
of ParthusCeva common stock subject to options held by Mr. Limon that are currently exercisable or will
become exercisable within 60 days of June 30, 2002.

The number of shares of Ceva prior to the transactions and of ParthusCeva after transactions consists
solely of shares of ParthusCeva common stock subject to options held by Mr. Mann that are currently
exercisable or will become exercisable within 60 days of June 30, 2002.

The number of shares of Parthus prior to transactions consists solely of Parthus ordinary shares subject to
options held by Mr. Nilsson that are currently exercisable or will become exercisable within 60 days of
June 30, 2002. The number of shares of ParthusCeva after transactions consists solely of shares of
ParthusCeva common stock subject to options held by Mr. Nilsson thdt are currently exercisable or will
become exercisable within 60 days of June 30, 2002.

The number of shares of DSP Group prior to transactions includes (i) 23,334 shares of DSP Group
common stock subject to options held by Mr. Silver that are currently exercisable or will become
exercisable within 60 days of June 30, 2002, (ii) 2,000 shares of DSP Group common stock held by the
Theodore J. Silver Trust of which Mr. Silver disclaims beneficial ownership, and (iii) 8,000 shares of DSP
Group common stock held by the Adrienne Silver Trust of which Mr. Silver disclaims beneficial
ownership.- The number of shares of ParthusCeva after transactions consists solely of shares of
ParthusCeva common stock subject to options held by Mr. Silver that are currently exercisable or will
become exercisable within 60 days of June 30, 2002.

The number of shares of DSP Group prior to transactions consists solely of DSP Group common stock

‘subject to options held by Mr. Wertheizer that are currently exercisable or will become exercisable within

60 days of June 30, 2002. The number of shares of ParthusCeva after transactions consists solely of shares
of ParthusCeva common stock subject to options held by Mr. Wertheizer that are currently exercisable or
will become exercisable within 60 days of June 30, 2002.

The number of shares of Parthus prior to transactions includes 958,330 Parthus ordinary shares subject to
options held by Mr. Gilley that are currently exercisable or will become exercisable within 60 days of
June 30,2002 . The number of shares of ParthusCeva after transactions consists 548 shares of ParthusCeva
common stock and 15,155 shares of ParthusCeva common stock subject to options held by Mr. Gilley that

“are currently exercisable or will become exercisable within 60 days of June 30, 2002.

The number of shares of Parthus prior to transactions consists solely of Parthus ordinary shares subject to
options held by Ms. Coughlan that are currently exercisable or will become exercisable within 60 days of
June -30, 2002. The number of shares of ParthusCeva after transactions consists solely of shares of
ParthusCeva common stock subject to options held by Ms. Coughlan that are currently exercisable or will
become exercisable within 60 days of June 30, 2002. - ‘

The number of shares of Parthus prior to transactions consists solely of shares of Parthus ordinary shares
subject to options held by Mr. McLean that are currently exercisable or will become exercisable within 60
days of June 30, 2002. The number of shares of ParthusCeva after transactions consists solely of shares of
ParthusCeva common stock subject to options held by Mr. McLean that are currently exercisable or will
become exercisable within 60 days of June 30, 2002.

The number of shares of DSP Group prior to transactions consists solely of DSP Group common stock
subject to options held by Mr. Ohana that are currently exercisable or will become exercisable within 60
days of June 30, 2002. The number of shares of ParthusCeva aftér transactions consists solely of shares of
ParthusCeva common stock subject to options held by Mr. Ohana that are currently exercisable or will
become exercisable within 60 days of June 30, 2002.

The number of shares of DSP Group prior to transactions includes 59,184 shares of DSP Group common
stock subject to options held by Ms. Ovadia that are currently exercisable or will become exercisable
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within 60 days of June 30, 2002. The number of shares of ParthusCeva after transactions consists 6f 701
shares of ParthusCeva common stock and 32,354 shares of ParthusCeva common stock subject to options
held by Ms. Ovadia that are currently exercisable or will -become exercisable within 60 days of June 30,
2002. ‘ . ST ' -

Includes an aggregate of (a) 1,028,785 shares of DSP Group common stock, (b) 792,500 shares of Ceva

common stock, (c) 4,221,770 ordinary shares of Parthus, and (d) 745,763 shares of ParthusCeva common

stock each subject to options that are currently exercisable or will become exercisable within 60 days of
June 30, 2002. :
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. TRANSACTIONS WITH RELATED PARTIES

Option Grants, Agreements and Relatlonshlps with Executlve Officers and Directors

We have entered into indemnification agreements with each of our executive officers and directors, in
addition to the indemnification provided in our bylaws. These agreements, among- other things, provide for
indemnification of our executive officers and directors for expenses, judgments, fines and settlement amounts
incurred by any such person in any action or proceeding arising out of such person’s services as an executive
officer or director at our request. We believe these provisions and agreements are necessary to attract and retain
qualified persons as executive officers and directors.

One of our directors, Bruce Mann, is a partner of Morrison & Foerster LLP, our legal counsel.

Eli Ayalon, Chairman of our board of directors, is also a director and executive officer of DSP Group, which
will provide significant transition and other services to us after the separation. See “Separation of DSP Cores
Licensing Business from DSP Group.”

For a description of compensation and option arrangements we have with our executive officers and
officers, see “Management—Executive Compensation.”

We occupy premises in Dublin under the terms of a lease with Veton Properties Limited. The lease term is
25 years from July 1, 1996 and has an annual rent of €380,922 (approximately $341,000). Brian Long is a
minority shareholder of Veton Properties Limited.

Limitation of Liability and Indemnification Matters

See “Description of Capital Stock—Limitation of Directors’ and Officers’ Liability; Indemnification” for a
description of our indemnification obligations with respect to our directors and executive officers.

DESCRIPTION OF CAPITAL STOCK

Authorized and Outstanding Capital Stock

We are authorized to issue up to 105,000,000 shares of common stock. The following description of our
capital stock is a summary only and is qualified in its entirety by our Certlﬁcate of Incorporation and Bylaws,
and by the provisions of applicable Delaware law.

Common Stock

As of June 30, 2002, there were 20,000,000 shares of common stock outstanding. Holders of common stock
are entitled to one vote per share on all matters to be voted upon by the stockholders. The board of directors may
declare a dividend out of funds legally available therefor and, subject to preferences that may be applicable to
any then-outstanding preferred stock and the terms of any future agreements with our debtholders, the holders of
common stock are entitled to receive ratably any such dividends. In the event of our liquidation, dissolution or
winding up, subject to preferences that may be applicable to any then-outstanding preferred stock, holders of our
common stock are entitled to share ratably in all of our assets legally available for distribution after payment of
all debts and other liabilities. Holders of our common stock have no preemptive rights or other subscription rights
to convert their shares into any other securities. There are no redemption or sinking fund provisions applicable to
the common stock. All outstanding shares of common stock are fully paid and nonassessable.

Preferred S}t(')ck

We are authorized to issue up to 5,000,000 shares of preferred stock that will not be designated as a
‘particular class. Our board of directors will have the authority to issue the undesignated preferred stock in one or
more series and to determine the powers, preferences and rights and the qualifications, limitations or restrictions
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granted to or imposed upon any wholly unissued series of undesighated preferred stock and to fix the number of
shares constituting any series and the designation of such series, without any further vote or action by the
stockholders. The issuance of preferred stock, while providing desirable flexibility in connection with possible
acquisitions and other corporate purposes, could decrease the amount of earnings and assets available for
distribution to holders of common stock, and may have the effect of delaying, deferring or preventing a change of
control of our company without further action by our stockholders and may adversely affect the voting and other
nghts of the holders of our common stock At present, we have no plans to issue any shares of preferred stock

Anti-takeover Effects of Provislons of Our Certificate of ‘Incorporation and Bylaws and Delaware Law

Some provisions of Delaware law and some provrs1ons which we have adopted in our certlﬁcate of
1ncorporat10n and bylaws could make the following dlfﬁcult .

* acquisition of. ParthusCeva by means ofa tender offer,
* acquisition of ParthusCeva by means of a proxy contest or otherwise; or

. removél of our incumbent officers and directors.

These provisions, summarized below, are expected to discourage coercive takeover practices and inadequate
takeover bids. These provisions are also designed to encourage persons seeking to acquire control of us to first
negotiate with our board of directors. We believe that the benefits of increased protection of our potential ability
to negotiate with the proponent of an unfriendly or unsolicited proposal to acquire or restructure us outweigh the
disadvantages of discouraging such proposals because negotiation: of such proposals 'could result 'in an
improvement of their terms. - ‘ ‘ ' '

Stockholder Meetings. - Under our bylaws, only the board of directors, the chairman of the board and the
president will be able to call spec1al meetings of stockholders : :

Requzrements for A‘dvance Notification of Stockholder Nominations and Proposals. Our bylaws establish
advance notice procedures with respect to stockholder proposals and the nomination of candidates for election as
directors, other than nominations made by or at the direction of the board of directors or a comrmttee of the board
of directors.

Elzmmatlon of Stockholder Actzon By Written Consent Our certificate of incorporation eliminates the right
of stockholders to act by written- consent without a meetmg ‘

Undesignated Preferred Stock The ability to authorize undesignated preferred stock makes it possible for
our ‘board of directors to issue preferred stock with voting or other rights or preferences that could impede the
success of any attempt to change control of our company. :

Delaware Ann T akeover Iaw We are sub_]ect to Section 203 of the Delaware General Corporatron Law,
an anti-takeover law. In general, Section 203 prohibits a publicly held Delaware corporation from engaging in a
“business combination” with an “interested stockholder” for a period of three years following the date the person
became an interested stockholder, unless the “business combination” or the transaction in which the person
became an interested stockholder is approved in a prescrlbed manner. Generally, a a “business combination”
includes a merger, asset or stock sale, or other transaction resulting in a financial benefit to the interested
stockholder. Generally, an “interested stockholder” is a person who, together with affiliates and associates, owns
or within three years prior to the determination of interested stockholder status did own, 15% or more of a
corporation’s voting stock. The existence of this provision may have an anti-takeover effect with respect to
transactions not approved in advance by the board of directors, including discouraging attempts that might result
in a premium over the market price for the shares of our common stock held by stockholders.

Amendment of Charter Provisions. The amendment of any of the above provisions would require approval
by holders of at least a majority. of the outstanding common stock.
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Limitation of Directors’ and Officers’ Liability; Indemnification

Our Certificate of Incbrporation includes pfqvisiijns that limit the personal liability of our officers and
- directors for monetary damages for breach of their fiduciary, duties as directors, except for liability that cannot be
eliminated under the Delaware General Corporatlon Law. The Delaware General Corporation Law does not
permit a provision in a corporatlon s certificate of incorporation that would eliminate such liability (i) for any
breach of their duty of loyalty to the corporation or its stockholders, (ii) for acts or omissions not in good faith or
that involve intentional misconduct or a knowing violation of law, (iii) for any unlawful payment of a dividend or
unlawful stock repurchase or redemption, as provided in Section 174 of the Delaware General Corporation Law,
or (iv) for any transaction from which the director derived an improper personal benefit.

While these provisions provide directors with protection from awards for monetary damages for breaches of
their duty of care, they do not eliminate such duty. Accordingly, these provisions will have no effect on the
availability of equitable remedies such as an injunction or rescission based on a director’s breach of his or her
duty of care. The provisions described above apply to an officer of a corporation only if he or she is a director of
such corporation and is acting in his or her capacity as director, and do not apply to the officers of the corporation
who are not directors. ‘

Our Bylaws provide that, to the fullest extent permitted by the Delaware General Corporation Law, we may
indemnify our directors, officers, employees and agents. In addition, we have entered into an indemnification
agreement. pursuant to which we will indemnify such director to the fullest extent permitted by the Delaware
General Corporation Law. These agreements, among other things, provide for the indemnification of our
directors and officers for certain expenses (including attorneys’ fees), judgments, fines and settlement amqimts
incurred by any such person in any action or proceeding, including any action by or in the right of ParthusCeva,
arising out of such person’s services as a director or officer of ParthusCeva or any other company or enterprise to
which such person provides services at our request to the fullest extent permitted by applicable law. We believe
that these provisions and agreements will assist us in attracting and retaining qualified persons to serve as
directors and officers. At present, there is no pending litigation or proceeding involving any of our directors or
officers in which indemnification is required or permitted, -and we are not aware of any threatened litigation or
proceeding that may result in a claim for such indemnification. - :

Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors,
officers and:controlling persons of ParthusCeva in accordance with the provisions:contained in our charter
documents, Delaware law or otherwise, we have been.advised that in the opinion of the Securities.and Exchange
Commission this indemnification is against public policy as expressed in the Securities Act and is, therefore,
unenforceable. If a claim for indemnification against such liabilities (othér than the payment by us of expenses
incurred or paid by a director, officer or controlling' person of ParthusCeva in the successful defense of any
action, suit, or proceeding) is -asserted by such director, officer or controlling person, we will, unless in the
opinion of our counsel the matter has been settled by controlling precedent, submit to a court of appropriate
jurisdiction the questlon whether such indemnification by Us is against public ‘policy as expressed in the
Securities Act and we will follow the court’s deterrmnanon '

We maintain insurance on behalf of our officers and ditectors, insuring them agamst liabilities that they may
incur in such capacmes or ansmg out of such status.

Listing

‘We have filed apphcatlons to list our common stock on the Nasdaq National Market under the symbol
“PCVA” and on the London Stock Exchange under the symbol “PCV ” '
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SHARES ELIGIBLE FOR FUTURE SALE

Except as described below, all of the shares of our common stock distributed by DSP Group to its
stockholders and issued by us to the former Parthus shareholders will be freely tradable without restriction under
the Securities Act unless the shares are distributed or issued to persons deemed to be our “affiliates,” as that term
is defined in Rule 144 under the Securities Act or persons who were “affiliates” of Parthus prior to the
completion of the combination pursuant to Rule 145 under the Securities Act, each as described in further detail -
below.

Rule 144

In general, under Rule 144, a person {or persons whose shares are aggregatéd) who has beneficially owned
shares for at least one year is entitled to sell within any three-month period a number of shares that does not
exceed the greater of:

*" 1% of the then outstanding shares of our common stock, or

» the average weekly trading volume during the four calendar weeks preceding such saiev, subject to the
filing of a Form 144 with respect to the sale. '

A person (or persons whose shares are aggregated) who is not deemed to have been our affiliate at any time
during the 90 days immediately preceding the sale who has beneficially owned his or her shares for at least
two years is entitled to sell these shares pursuant to Rule 144(k) without regard to the limitations described
.-above. Affiliates must always sell pursuant to Rule 144 even after the applicable holdmg periods have been
satisfied.

Sales under Rule 144 are also subject to manner of sale provisions and notice requirements and to the
* availability of current public information about ParthusCeva. Sales under Rule 144 will not be permissible until
90 days from the date of effectiveness of the registration statement of which this prospectus forms a part.

We cannot estimate the number of shares that will be sold under Rule 144, as this will depend on the market
price for our commeon stock, the personal circumstances of the sellers and other factors.

Rule 145

‘The shares of our common stock issued to former Parthus shareholders in connection with the combination
are not being registered under the Securities Act or the securities laws of any state of the United States. Such
securities are instead being issued in reliance upon the exemption provided by Section 3(a)(10) of the Securities
Act and applicable exemptions under state securities laws. Securities issued in connection with the combination
are freely transferable under U.S. federal securities laws, except for securities held by persons who are deemed to
be “affiliates” within the meaning of Rule 145 promulgated under the Securities Act. Such securities held by
“affiliates” may be resold by them only in compliance with the resale provisions of Rule 145 or as otherwise
permitted under the Securities Act.

We will grant shares of our common stock pursuant to. our 2002 Stock Incentive Plan. See “Management—
Stock Plans—2002 Stock Incentive Plan.” We currently expect to file a registration statement on Form S-8 under
the Securities Act to register shares reserved for issuance under our 2000 Stock Incentive Plan, our 2002 Stock
Incentive Plan, our 2002 Employee Stock Purchase Plan, the Parthus 2000 Share Option Plan and the Parthus-
Chicory Systems, Inc. 1999 Employee Stock Option/Stock Issuance Plan.
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CEVA, INC. AND ITS SUBSIDIARIES

INTERIM CONSOLIDATED BALANCE SHEETS
U.S. dollars in thousands

ASSETS
Current Assets: , ) ) ‘
Trade receivables .............. DO SO v
Other accounts receivable and prepaid €XPenses......c.c.oovveeeereevrereerenenenn,
Deferred iNCOME LAXES......cvervvrirereeiueeenerenresaesesieereserreessaessessisneseannes e
INVENEOLIES ... cvvivicereeiee e ettt ees et eetesserie e srae e es e skt asbessaesaes sheestsnnsessanssones

Long-Term Investment:
Severance pay fund ..........c.c...... O T N
Long-term lease deposits..........c.oveverrvevnne. ettt tees

Property And Equipment, NEt......c..ccccvormieeicnirnenreecnrecresesnesisnenses s

TOtal ASSELS uvvvvreriveiereeieiieeececitreeeesisrere e s rneeetesanns reveieraedee s e haenesenert

December 31,  June 30,
2001 2002
Note 1c Unaudited
$8115 8683
319 1,592
... 240 240
50 . 125
8,724 10,640
1,084 1,197
190 209
1,274 1,406
2,199 - 2,498
$12,197 $14,544

The accompanying notes are an integral part of the interim consolidated financial statements:.
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CEVA, INC. AND ITS SUBSIDIARIES

" INTERIM CONSOLIDATED BALANCE SHEETS
U.S. dollars in thousands (except share data)

 LIABILITIES, STOCKHOLDERS’ EQUITY AND PARENT
COMPANY INVESTMENT ‘

" CURRENT LIABILITIES:

Trade payables ......c....cneee. ettt ettt
Employees and payroll accruals..............oevverveierrererernnens e eveeseons
Income tax payable ..................... et e
“AcCTUEd EXPENSES........oovveveeiveiviersiesiveniins e
DEFEITEA TEVETIUES «....vververereereeeeeveessoeeeeseeeseeesesesssess e eeseesbeesteesses b seeieness

" Total current HABIEHEs ........ovverveeeveeoseesseeseessoeesssessron ST S

_ }Acc.rued SEVETANCE PAY ..overeeeeenrrrriereriricereee st sr e seene et s e seesees e seeeresrenee

" COMMITMENTS AND CONTINGENCIES |

STOCKHOLDERS’ EQUITY AND PARENT COMPANY -
INVESTMENT: ‘
Common Stock: -
$ Q.OOl par value: 100,000,000 and 105 ,OO0,000 shares authorized at
December 31, 2001, and June 30, 20()2; respéctively;
20,000,000 shares issued and outstanding at December.31, 2001 and '
T TUNE 30, 2002, ittt et reb e s se e aarates e
Parent company investment ...........ccevvienvenrenererierseressessersenres e
Retained earnings........... rerseiaes et esas aseed ererteres ettt s aa b b tesasane s

Total stockholders’ equity and Parent company investment ..............

Total liabilities, stockholders’ equity and Parent company
IDVESLITIETIE ... ettt et s e sttt et s e et e e b s saebe e ene

December 31,  June 30,

2001 2002
Note 1¢ Unaudited
$ 707 - $ 1,582
- 2,006 1,528
3496 783
519 630
— 62
6,728 4,585
1,124 1,221
20 20
4,325 8,718
4,345 8,738
$12,197 $14,544

The accompanying notes are an integral part of the interim consolidated financial statements,
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CEVA, INC. AND ITS SUBSIDIARIES

INTERIM CONSOLIDATED STATEMENTS OF INCOME
U.S. dollars in thousands

Six months Three months
ended ended
June 30, June 30,
2001 2002 2001 - ‘2002
o Unandited
Revenues: . :
Licenses and FOVAILIES ......ccevvvreeirieeeriereieeeereesieessesessesssssressssssesssssines $10,666 $6,995 $5,856 $3,782
Technical support, maintenance and Other...........ccocevceeeiicnerennnene o 2,322 - 1,687 1,164 . 804
. TOtal TEVEIIUES w..o..oceveererevsnnsssssssesssissess s sssis s 12,988 8,682 7,020 4,586
Cost of revenues.........ocveeeesluvrvncvenecneeeeeee, 607 - 616 341 305
Gross proﬁt .................................... 12,381 8,066 6,679 4,281 -
Operating expenses: ‘ ‘ _ . o
Research and development, Net.........c.cooeviirioriiieiinninine e 2,688 3,216 1,481 1,566
Sales and MArketing .........cc.covvvvveveerrimseniesensesssenssssessnnensd SRR 1,330 1,493 © 702 790
General and administrative .......oecevevirinnnes reee i s e 1,354 1,355 . 674 662
Total Operating EXPenSeS. .......ccveverereerrmrerererenerrmrersesmeseneesesensenes 5,372 6,064 2,857 3,018
Operating iNCOMe ...........nevreeerererennee cereeeeeeeerese e seerere e I — 7009 2,002 35822 1263
Financial iNCOME, NEL .........owcureueerriieiecenneeneiinesseesseceneanessesesasssstsssssnsenssnes - 2221 50 115 32
Income before taxes on iNCOME......cccooevvvrercerverererenenn. ................................ 7,230 2,052 '3,937 1,295
Taxes on 1ncome .................. 1,123 -542 265 300
INELINCOME .vveviiirieiicteeereceeests e ste et cveste s besa s ereeaeebeseressesarenseasssntssnsseseseseensean $.6,107 $1,510 $3,672 $ 995

The accompanying notes are an integral part of the interim consolidated financial statements.
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‘CEVA, INC. AND ITS SUBSIDIARIES

INTERIM STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
AND PARENT COMPANY INVESTMENT .
U.S. dollars in thousands (except share data)

Total
stockholders’
equity and
P t P t
Common stock ~cor?11::ny ‘Retained cor?‘ll::ny
L ‘ Shares B Amount ‘ investment  earnings investment
Balance as of January 1, 2001 (Note Ic)................. .. 20,000,000 $ 20- ..$2000 - $ — . $2020
Net income (Unaudited) ...........coocovvviivereriiiesis e — — — £ 6,107 - 6,107
Capital return to Parent Company (unaudited).............. — — — .(6,107) (6,107)
Contribution from Parent Company (unaudited)........... . = = . 3234 C— 3,234
Balance as of June 30, 2001 (unaudited) ................... 120,000,000 - $20° " $523¢ $ — T $5254
- Total
stockholders’
equity and
P t P t
Common stock_. cor?]l::ny Retained colil;:ny
- ‘ ‘ ' . Shares . Amount investment earnings investment
.. Balance as of January 1, 2002 (Note 1¢) .................... 20,000,000 - $ 20 $4325 § — $ 4,345
Net income (Unaudited) ..........ccoovveevneiivcneeree e — — — 1,510 1,510
Capital return to Parent Company (unaudited).............. — — J— (1,510) (1,510)
Contribution from Parent Company (unaudited)........... — — - 4,393 — 4,393

Balance as of June 30, 2002 (unaudited) .............. 20000000 $20 $8718 S —  $8738

The accompanying notes are an integral part of the interim consolidated financial statements.
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CEVA, INC. AND ITS SUBSIDIARIES

INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS
U.S. dollars in thousands

Six months ended
June 30,

2001 2002
Unaudited

Cash flows from operating activities: :
NEL INCOIME. ... o evietiere et ier et ese et ot eeeevests e sasenesse s s bessenbestabeses et assetasassetesassteaeersantenesesensntesernn $6,107 $1,510
Adjustments required to reconcile net income to net cash provided by (used in)
operating activities: v

DIEPTECTALON. ..o st eeseseseseseeeeeee e e eeeeeeeeseessseeeseseseseesesese st seesesssessseseesereree 244 453
Increase in trade TeCEIVADIES........ocovinininrirerrinniiiennieinis et veeae et e eere s tesreenns .(437) (568)
Decrease (increase) in other accounts receivable and prepaid expenses.................. L 90 (1,273)
INCIEASE 1N IMVENTOTIES ...veiurerireeiiierieeeteeieeesieestreesarestaestreerseeseranesanessteesssesenesssesssersreses (92) 75)
Increase in trade PAYADIES......c.cccorvieerieriiieii et 231 875
Decrease in employees and payroll accruals ..........covveererevverenernnnnnrencorineeercnens (180) (478)
Increase (decrease) in acCrued EXPENSES ...c.evuvererivireecienierieireens ettt erereee st enes (26) 111
Decrease in income tax payable ....c..cccoceernicnnens et ete et ae e e e e e et e et et besaersenbens (2,324) (2,713
Increase in deferred TEVENUES .........c.vceeimniiiiien el 62 62
Increase (decrease) in accrued SEVETANCe PaY, NEL .....ooceerererieriererersrenenrerresirireeseeanes 11 (16)
Net cash provided by (used in) operating activities ................. TSRO 3,686 (2,112)
Cash flows from investing activities: "
Purchase of property and equipment............ POV P TR (729) (752)
Investment in long term lease depPoSits, NEL.......ocvurerererevirevriniorsriseisesosssssesisiseinrasnsissarens (84 19
Net cash nsed in investing activities............. it s ST 813) - (77D
Cash flows from financing activities:
Capital returned to Parent COMPANY .....ccccoiuverireerniiieereeserrnesiersessneeessessassreeseessesressseseesons (6,107) (1,510)
Contribution from Parent COMPANY ........ccceeerererrimerininienenieeniinenisereseresresesenereseseeseseseons 3,234 4,393
Net cash provided by (used in) financing activities .........ccceveririinincccncinncccnnine, (2,873) 2,883
Changes in cash and cash eqUIVAIENTS .......c..cocieiiirie ittt e — —
Cash and cash equivalents at the beginning of the period..........c.coocorieverinnierecernernnnen — —
Cash and cash equivalents at the end of the period.........ccoevevivieininiinncncini § — & —

l
|

The accompanying notes are an integral part of the interim consolidated financial statements. -
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CEVA, INC. AND ITS SUBSIDIARIES

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
U.S. dollars in thousands

NOTE 1:—GENERAL
a.. Background:

Ceva, Inc. (the “Company”) is currently a wholly-owned subsidiary of DSP Group, Inc. (the “Parent”).
These financial statements reflect the transfer by the Parent of the DSP cores licensing business and operations
and the related assets and liabilities of such businesses and operations to the Company 1mmedlately prior to the
sp1n -off of the Company to the stockholders of the Parent (the “Separation”).

The Company is engaged in the development and license of designs for programmable digital signal
processor cores (“DSP Cores”). A programmable DSP Core is a special purpose, software-controlled processor
that, through complex mathematical calculations, analyzes, manipulates and enhances voice, audio and video
signals. The programmable DSP Cores that the Company designs are used as the central processor in
semiconductor chips made for specific applications. These chips are used in a wide variety of electronic devices,
including digital cellular telephones, modems, hard disk drives, MP3 players and d1g1ta| cameras, and are critical
to the performance of the electronic products in which lhey are used.

The Company licenses its software to semiconductor companies throughout the world. These semiconductor
companies then manufacture, market and sell custom-designed chips to system original equipment manufacturers
(OEMs) of a variety of electronic products. The Company also licenses its software directly to system OEMs.

The Company was incorporated in Delaware in November 1999. It currently has outstanding 20,000,000
shares of Common Stock, $0.001 par value, all of which are owned by the Parent. The Company was
incorporated under the name DSP Cores, Inc. and changed its name to Corage, Inc. in 2001 and changed its name
again to Ceva, Inc. in April 2002. The Company had no business or operations prior to the transfer of the DSP
cores licensing business and operations from the Parent. '

© After the Separation, the Company will have two wholly-owned subsidiaries: DSP Ceva, Inc., a Delaware
corporation, and Corage, Ltd., an Israeli company, which will be primarily engaged in research and development,
marketing, sales, technical support and certain general and administrative- functions assoc1ated with the
Company’s activities. ‘ : '

Prior to the Combination (see Note 5), the Parent will transfer to the Company assets including intellectual
property and liabilities related to the DSP cores licensing business and operations, as well as .an amount equal to
the sum of $40 million in cash plus cash equal to the amount by which the transaction costs of the Separation and
Combination exceed $2 million for the issuance by the Company of 1,000 shares of common stock. The
identification of the assets and liabilities to be transferred was agreed upon between the parties pursuant to the
Separation Agreement (See Note 5) and related documents entered into by and between the Company, the Parent
and certain of the Parent’s subsidiaries, and are not necessarily 1ndlcat1ve of the balances of the related assets and
hablhues presented in the accompanylng financial statements.

. b.  Basis of presentation: -

The Company’s financial statements include the licensing business and operations of the Parent which have
been carved out from the financial statements of the Parent using the historical results of operations and historical
bases of the assets and liabilities of the DSP Group ‘business that it comprises. The consolidated financial
statements reflect the assets, liabilities, results of operations, financial positions, changes in stockholders’ equity,
Parent company investment, and cashflows (the “Company’s Business™) as if the Company and its subsidiaries
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CEVA, INC. AND ITS SUBSIDIARIES

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS—(Continued) .
U.S. dollars in thousands

were separate entities for all periods presented. The balances of the assets and liabilities presented in the
accompanying financial statements are not necessarily indicative of the balances of the assets and liabilities to be
transferred upon the Separation.

Changes in Parent investment represent the Parent’s contribution of its net investment after giving effect to
the net income of the Company plus net cash transfers to or from the Parent. Based on the Separation Agreement
and related documents between the Company, the Parent and certain of the Parent’s subsidiaries, upon the
Separation, Parent and the Company shall jointly calculate the net investment account and the Company shall pay
to Parent, or Parent shall pay-to the Company, as the case may be, the net amount thereof.

The Company will begin accumulating its retained eamings on the date on which the Parent transfers to thé
Company all of the assets and liabilities relating to the Company’s Business.

The transfer of assets, liabilities and operations of the Company’s Business from the Parent is a
reorganization of entities under common control and has been accounted for in a manner similar to a pooling of
interests. Accordingly, the financial statements of the Company have been restated to include the Company
Business as if it had always been operated as a separate entity.

Additionally, the consolidated financial statements include allocations of certain Parent corporate
headquarters’ assets, liabilities and expenses relating to the Company’s Business. Management believes these
allocations are reasonable. All material intercompany transactions and balances between the Company’s
subsidiaries have been eliminated.

The Company utilized services from certain employees of the Parent in Japan and France who performed
marketing and technical support activities and whose costs were allocated to the Company.

The statements of income include the costs directly attributable to the Company’s Business, including
charges for shared facilities, functions and services used by the Company’s Business. Certain costs and expenses
have been allocated based on management’s estimates of the costs of services provided to the Company’s
Business. Such costs include research and development costs, sales and marketing, and general and
administrative expenses. These allocations and charges are based on either a direct cost pass-through or a
percentage of total costs for the services provided based on factors such as headcount or the specific level of
activity directly related to such costs.

Payroll and related expenses, such as vacation, bonuses and compensation expenses, relating to the
Company’s sales and marketing and research and development activities, were attributed on a specific
identification basis. Depreciation expenses were attributed based on the specific fixed assets attributed to the
Company. General and administrative expenses, including corporate and officers’ salaries and related expenses,
were attributed to the Company based on estimated weighted ratio composed of the percentage of time that each
of the administration employees spent on the Company’s Business. Rent, maintenance and other administrative
expenses were attributed based on the relevant ratios such as square footage and headcount. Other general and
administrative expenses, such as legal and accounting fees, were attributed based on management estimations.

Management believes that the foregoing allocations were made on a reasonable basis and would not have
been materially different if the Company had operated as a stand-alone entity for all periods presented; however,
the allocations of costs and expenses do not necessarily indicate the costs ‘that would have been or will.be
incurred by the Company on a stand-alone basis. :
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| CEVA, INC. AND ITS SUBSIDIARIES

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
U.S. dollars in thousands

Also, the financial information included in the consolidated financial statements may not necessarily reflect
the financial position, results of operations and cash flows of the Company in the future or what the financial
position and results of operations would have been had it been a separate, stand-alone company during the years
presented.

Interest income shown in the consolidated financial statements reflects the interest income associated with
the aggregate Parent company investment amount and is based on the Company’s operating income for each
period, using weighted average interest rates for the applicable period of 3. 51% and 2.5% on an annual basis for
the periods ended June 30, 2001 and June 30 2002, respectively.

All of the Company’s net income recorded during the periods presented was returned to the Parent as part of
the Parent company investment account.

| c. The consolidated balance sheet as of December 31, 2001 and the balances of stockholders’ equity and
Parent company investment as of December 31, 2000 and 2001, are derived from the audited consolidated
financial statements as of December 31, 2001.

d. For major customers—see Note 4(b).

NOTE 2:—SIGNIFICANT ACCOUNTING POLICIES

The signiﬁcan't accounting policies applied in the annual consolidated financial stateﬁlents of the Company
as of December 31, 2001 have been applied consistently in these financial statements.

‘NOTE 3:—UNAUDITED INTERIM FINANCIAL STATEMENTS

The accompanying unaudited financial statements have been prepared in accordance with generally
accepted accounting principles for interim financial information. Accordingly, they do not include all the
information and footnotes required by generally accepted accounting principles for complete financial
statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered
necessary for a fair presentation have been included. Operating results for the six and for the three months ended
Jurie 30, 2002 are not necessarily indicative of the results that may be expected for the year endmg December 31,
2002. :

NOTE 4:—GEOGRAPHIC INFORMATION AND MAJ OR CUSTOMER DATA
a. Su}nmarjy information about geographic areas:
The Company manages its business on a basis of one industry segment, the development and license of
designs for programmable Digital Signal Processors (DSP) cores (See Note 1 for a brief description of the

- Company’s Business ) and follows the requirements of Statement of Financial Accounting Standard No. 131,
“Disclosures About Segments of an Enterprise and Related Information” (“SFAS 1317).
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CEVA, INC. AND ITS SUBSIDIARIES .

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(U.S. dollars in thousands)

The following is a summary of operations within geographic areas: .

Six months ended

June 30,
T2001 2002
(Unaudited)
Revenues based on customer location: '
UNIEA SEALES .oiuveeieeciee et seeeee s e e s e e e st e e eraeessaesbreansbeessasassbeeebtsssnenssasss $ 3,175 $2,940
JAPAN .ot s 2,413 705
BUIOPE w.vovvvveevereaesesseessesesasessess s ssssss s sesesasssss b s s bessssssans s 4,905 2,610
Asia (Excluding Japan and ISrael)........cococoeiniiiiininnniniiniiencciisniions 2,472 771
| ] 21 T OSSOSO 23 1,656

$12,988  $8,682

June 30,
2001 2002
(Unaudited)
Long-lived assets by geographical region:
United States ................. eetetetee b eee ittt betebeatese bRt e R es b et teba e enee e et beananas e s senrreees . $ 37 8% 35
ISTACL ..ottt ettt ee et e s e e e st eenae s s et b e s e st bt esenaaesaas s anea b e tssene e saetenearbesaren 2,084 2,564

O T vt eeseet it e eeee e e eseesesssesesasesseesaeseseasasteneaneasessesssassaseensesessessensaneene e, 56 108
| " $ 2,177 $2,707

b. Major customer data as a percentage of total revenues:

Six months ended
June 30,
2001 2002
L 'Tnaudit;)—
CUSTOIMIET A oo eeee et eaeneseresseeseesssstesansssssacns ettt b e er ettt se e *) — 19%
CUSTOMET B oot *)— 14%
CUSTOIMET C oottt ceeete ettt et e b e e et et sesves e se st et s et et s e ane st etssaabessetsssererestessesatssaneene ) e 12%
CUSLOIMET D ..ottt s st st e st snceeesen e e e b e sbn s benarnas C21%  *y—
CUSIOMET B .vveiriieeeiiecir e rteetce e cree ettt st s et s vt e e e aseneeetbeataaesaseseessestseenbaasssessresrnnessaens 18% *)—
CUSIOMET F ..ottt ss et s as b st e b ne e essssnnassns 17% *)—
CUSEOIMIET .ottt ieeeerere e ceste e e ees bt s e se ettt beeseessrsaeessesbararesesesssantnnetesenssartenssesnsnneen 15% *)—

*) Represents a percentage less than 10%

NOTE 5:—COMBINATION WITH PARTHUS

On April 4, 2002, the Parent, the Company and Parthus Technologies plc (“Parthus”) entered into a
combination agreement (the “Combination Agreement”) pursuant to which Parthus and the Company agreed to
effect a combination of their businesses, whereby the Parent contributes the DSP cores licensing business and
operations and. the related assets and liabilities of such business and operations to the Company and Parthus is
acquired by the Company in exchange for the Common Stock of the Company (the “Combination”). The
combined company will be renamed ParthusCeva, Inc. (“ParthusCeva”).
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CEVA, INC. AND ITS SUBSIDIARIES

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
U.S. dollars in thousands

The Parent will distribute 100% of the equity of the Company it holds pro-rata to the Parent’s stockholders.
Immediately following the separation and distribution of stock to the Parent’s stockholders and pursuant to the
Combination, the Company will issue its Common Stock to the existing shareholders of Parthus and Parthus will
become a sub51d1ary of the Company. As a result of these transactions, the_stockholders of the Company will
hold shares representing approximately 50.1% of the Common Stock of ParthusCeva and the former shareholders
of Parthus will hold shares representing approximately 49.9% of the Common Stock of ParthusCeva.

Per a ruling obtained, from the U.S. Internal Revenue Service, the separation and distribution of Ceva’s
common, stock to the stockholders of DSP Group will be a tax- free reorganization. The following agreements
were 51gned with respect to the mentioned transactions:

Separatzon Agreemeni:

The separation agreement provides for the transfer to Ceva of assets and liabilities from DSP Group related
to the DSP cores licensing business in exchange for the issuance by Ceva to DSP Group of 1,000 shares of Ceva
common stock on the separation date. Further, the separation agreement provides for DSP Group’s Israeli
subsidiary, DSP Group, Ltd., to transfer all of the share capital of Corage, Ltd, an Israeli company, to. DSP
Group, which DSP Group then contributed to Ceva. Ceva subsequently contributed all of the Corage, Ltd. share
capital to DSP Ceva, Inc., our wholly-owned subsidiary. Upon the closing of the combination, DSP Ceva, Inc.
changed its name to DSP ParthusCeva, Inc. and Corage, Ltd. changed its name to ParthusCeva, Ltd.

After its contribution of assets to Ceva, DSP Group surrendered shares of Ceva’s Common Stock it held to
Ceva without consideration, to adjust the number of shares of Ceva’s Common Stock held by DSP Group and
then distributed the remaining shares of Ceva Common stock it held to the DSP Group stockholders on the basis
of one share of Ceva common stock for every three shares of DSP Group’s common stock held by such
stockholder on the record dated for the distribution. Following the distribution, Ceva acquired Parthus pursuant
to a scheme of arrangement.

The Contributibn. '

As part of the assets'contributed to us in the separation, DSP Group also contributed to us a total of the sum
of $40 million as initial working capital plus cash equal to the amount by which the transaction costs of the
separation and combination exceeded $2 million. In addition, as part of the separation and distribution and
pursuant to the terms of the separation agreement, Ceva and DSP Group agreed to settle the intercompany
investment account between them by (i) converting part of DSP Group’s investment account in Ceva (consisting
of the value of the property, equipment and inventory) into Ceva’s stockholders’ equity, (ii) allowmg DSP Group
to retain all rights to Ceva’s accounts receivable existing on the date of the separation, and (iii) having DSP
Group retain certain of Ceva’s current liabilities existing on the date of separation, such that the settlement
arrangement results in the net amount of assets retained by DSP Group to equal the amount of the intercompany
account on the date of separation (as of June 30, 2002, approximately $8.7 million).

' The Distribution.

DSP Group distributed all of the shares of Ceva’s common stock outstanding on the separation date to its
stockholders on a pro rata basis. No fractional shares was issued in the distribution. Instead, DSP Group
stockholders received cash for any fractional shares of Ceva’s common stock held by them.
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CEVA, INC. AND ITS SUBSIDIARIES

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(U.S. dollars in thousands)

Representations, warranties, covenants and indemnification regarding the distribution.

The separation agreement contains representations and warranties from DSP Group and Ceva as.to the
accuracy of facts and representations made by DSP Group, Ceva and Parthus in connection with the tax rulings
issued by the Internal Revenue Service in connection with the 'separation, distribution and combination. Under
the separation agreement, ParthusCeva has agreed that (i) during the two-year period following completion of the
distribution, ParthusCeva will not liquidate, dispose of or discontinue a substantial portionvof the “active trade or
business” of the Company, or dispose of any business or assets in a manner inconsistent with the business
purpose for the distribution, or (ii) during the one-year period following completion of the distribution,
ParthusCeva will not agree to or undertake a proposed acquisition transaction (as defined in the separation
agreement), unless the requirements set forth in the separation agreement are satisfied. ' '

Under the terms of the separation agreement, ParthusCeva has agreed to indemnify DSP Group and its
affiliates for any tax liability incurred by DSP Group as a result of ParthusCeva’s breach of any representation,
warranties or covenants made in the separation agreement with respect to the tax matters listed in the separation
agreement.

In addition, each of the parties has agreed to indemnify the other with respect to the failure to pay, perform
or discharge any liabilities for which it is responsible under the separation agreement, breach any of the terms of
the separation agreement and the'ancillary agreements associated with the separation agreement or breach any of
the covenants or obligations of the combination agreement. -

The rights and obligations detailed above will survive until 30 days following the expiration of the
applicable statute of limitations. There are no limitations on the rights and obligations relating to the amount of
any claim for indemnification.

- Expenses.
Each party to the separation agreement will bear its own respective third party fees, costs and expenses paid

or incurred in connection with the transactions.

~ Various ancillary agreements detail the separation and various interim and ongoing relationships among
DSP Group, its subsidiaries, ParthusCeva and its subsidiaries. These agreements are described more fully below.

Ceva Technology Transfer Agreement

The Ceva technology transfer agreement identifies the assets, including intellectual property, that DSP
Group transferred to Ceva and the liabilities that Ceva assumed from DSP Group in the separation in exchange
for issuance by Ceva to DSP Group of shares of its common stock.

DSP Ceva Technology Transfer Agréement

The DSP Ceva technology transfer agreement implements the transfer from ParthusCeva to its wholly-
owned subsidiary, DSP Ceva, of the assets transferred by DSP Group to Ceva and the assumption by DSP Ceva
of liabilities assumed by Ceva from DSP Group in the separation in exchange for the issuance by DSP Ceva to
Ceva of shares in its share capital. : ' : :
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CEVA, INC. AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(U.S. dollars in thousands)

Transition Services Agreement Among DSP Group, DSP Ceva and ParthusCeva

‘The transition services agreement governs -the provision of transitional services by DSP Group to
ParthusCeva and to DSP Ceva after the separation date. DSP Group is obligated to provide certain general and
administrative services, including management and information services and network, hardware and software
maintenance and support, to. ParthusCeva and to DSP Ceva. ParthusCeva and DSP Ceva are obligated to- pay
DSP Group an agreed amount. - .

The term of the transition services agreement commences on the date of the separation agreement and
continues until such time as DSP Group is no longer required to provide any transition services.

During the first year following the separation date, and for so long thereafter as the parties agree,
ParthusCeva and DSP Ceva will occupy and utilize portions of DSP Group’s facilities. ParthusCeva and DSP
Ceva are obligated to pay an agreed.-amount to DSP Group for their respective pro rata shares of the rent and
other costs of occupying and operating these facilities.

Tax Indemnification and Allocation Agreement

Ceva was included as part of DSP Group’s consolidated group for federal income tax purposes until the
separation date. In’ general, under the U.S. Internal Revenue Code, each member of a consolidated group is
jointly and severally liable for the federal income tax liability of each other member of the consolidated group.

Pursuant negdtiations between DSP Group and Parthus to allocate the responsibilities between ParthusCeva
and DSP Group for tax liabilities that may be asserted in the future, in addition to the indemnification provided in
the separation agreement, ParthusCeva have entered into a tax indemnification and allocation agreement with
DSP Group pursuant to which DSP Group will be liable for, and will indemnify ParthusCeva for, any federal
income tax related to the consolidated return for all periods ending on or before the distribution date. Under that
agreement, each of ParthusCeva and DSP Group will each be liable for, and shall indemnify the other against, its
respective liability for federal income tax for subsequent periods after the distribution.

Voting Agreements

As a condition to the combination of Parthus and Ceva, certain stockholders have entered into individual
voting-agreements with ParthusCeva. These agreements, which cover approximately 20.2% of the outstanding
stock of ParthusCeva as of the date of the combination (although the voting agreements apply to any additional
shares . subsequently acquired by .such stockholders, -including upon exercise of options), provide that the
stockholders that entered. into the voting agreements will vote all of his or her ParthusCeva shares for the
ParthusCeva nominees to its board or directors and, with respect to all other matters to be voted on by the
stockholders, either in accordance with the recommendations of the ParthusCeva board of directors or, if the
board of directors makes no recommendation, for or against such matters in the same proportion as the shares
owned by all other stockholders. Each voting agreement terminates upon the earlier of two years from the date of
the agreement, the sale of all or substantially all of ParthusCeva assets or a consolidation or merger of
ParthusCeva as a result of which its stockholders prior to such a consolidation or merger hold less than 50% of
the voting equity of the surviving or resulting entity, a liquidation, dissolution or winding up of the ParthusCeva
business operations, the execution by ParthusCeva of a general assignment for the benefit .of creditors or the
appointment of a receiver or trustee to take possession of its property and assets.




CEVA, INC:AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(U.S. dollars in thousands)

Combination Agreement

. Pursuant to the terms and conditions of the Combination Agreement, Parthus and the Company will effect a
combination of their businesses, whereby, immediately after the separation and distribution of the Company’s
Common Stock by the Parent to its stockholders, Parthus will be acquired by the Company in exchange for the
Common Stock of the Company. The newly combined company will be renamed ParthusCeva and its Common
Stock will be quoted on the Nasdaq National Market and traded on the London Stock Exchange upon receipt of
relevant approvals.

The combination will be effected through a scheme of arrangement pursuant to the laws of the Republic of
Ireland—a form of corporate reorganization that will be approved by the shareholders and sanctloned by the
High Court of Ireland. The scheme provided as follows:

* Immediately prior to the combination with Ceva, Panhus distributed to its shareholders an aggregate
cash repayment of capital of $60 million. ‘

* The existing Parthus shares were then cancelled and each Parthus shareholder rece1ved new shares of
ParthusCeva’s common stock. ' '

* Immediately following the combination, the stockholders of DSP Group and the former shareholders of
Parthus own approximately 50.1% and 49.9%, respectively, of the common stock of ParthusCeva.

*  ParthusCeva assumed all outstanding Parthus share options and the option‘plans and option agreements

that govern them. These options continue with the same terms and conditions, except that they have

_ become options to purchase shares of ParthusCeva’s common stock and have been adjusted in the

manner set forth below. Option holders will no longer be able to obtain Parthus shares or ADSs upon
exercise of such options. '

* The number of shares of ParthusCeva’s common stock purchasable upon the exercise of each Parthus
option is equal to the number of Parthus shares underlying the option, adjusted to take into account the
conversion of Parthus shares into ParthusCeva shares. The exercise price per share was also adjusted
proportionately. '

NOTE 6:—SHARE CAPITAL

In April 2002, the Company’s Board of Directors approved an amendment to its Certificate of Incorporation
which will be .amended in connection with the Combination to provide: for, among other things, (i) the
authorization of one hundred five million (105,000,000) shares of Ceva Common Stock, (ii) the authorization of
five million (5,000,000) shares of preferred stock with rights, preferences and privileges to be des1gnated and
established by the Board of Directors.
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CEVA, INC. AND ITS SUBSIDIARIES
REPORT OF INDEPENDENT AUDITORS
To the Shareholders of
CEVA, INC.

We have audited the accompanying consolidated balance sheets of Ceva, Inc. (the “Company”) and its
subsidiaries as of December 31, 1999, 2000 and 2001, and the related consolidated statements of income,
changes in stockholders’ equity and parent company investment and cash flows for each of the three years in the
period ended December 31, 2001. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements
based on our audits.. : :

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit in order to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An dudit also includes assessing the
accounting principles used and significant estimates made by the Company’s management, as well as evaluating .
the overall financial statements presentation. We believe that our audits provide a reasonable basis for our
opinion, _ o o

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of the Company and its subsidiaries as of December 31, 1999, 2000 and 2001,
and the consolidated results of their operations and cash flows for each of the three years in the period ended
December 31, 2001, in conformity with accounting principles generally accepted in the United States.

Tel-Aviv, Israel . KOST FORER & GABBAY
January 22, 2002 ' A Member of Ernst & Young Global

The foregoing report is in the form that will be signed upon the separation of the licensing technology
business from DSP Group, Inc., including the transfer of related assets, liabilities and intellectual property rights,

as described in Note 1 to these consolidated financial statements.

Tel-Aviv, Israel : KOST FORER & GABBAY
May 24, 2002 A Member of Ernst & Young Global
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CEVA,INC. AND ITS SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
U.S. dollars in thousands

December 31,

1999 2000 2001
- ASSETS

Current Assets: - R 4
TrAdE TECEIVADIES ... veieveiiteccrir e oottt eat ettt et e sttt e saeesatesareeseraassatesasessrnernens $4,829 $6,575 $ 8,115
Other accounts receivable and prepaid eXpenses............ccoeecesviverenns e 130 286 319
Deferred income taxes........... eeresteerreriteitte s aeees e terhbeatre s b e e ae s besssasaenetsennasbrnesere . 269 231 240
INVENTOTICS ...ttt st et s e e e te st e saesrnesresaes e st e e naeenbesnasesasenns 18 4 50
' TOtAl CUITENE ASSEIS .. uverieiieeirrieiieteiererssrreesierrareeesesirsessesssnessnensesesssrsrssnnns 5246 7,096 8,724
Long-ferm Investment: _ , . ,
Severance pay fund ........ s ST rrenaeri e 543 911 1,084
Long term 18ase dePOSILS ......ccevveririereiiieieireseee sttt e ettt eesees e ste e re st sesesarens 37 87 190
. : . 580 998 1,274
Property and Equipment, Net........cccccoiiiinesionine et 1,358 1,521 2,199

Totalassets ............................................... ettt b ne et n b e $7,184 $9,615 $12,197

The accompanying notes are an integral part of the consolidated financial statements.
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CEVA, INC. AND ITS SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
U.S. dollars in thousands (except share data)

‘December 31,
- : 1999 2000 2001
LIABILITIES AND STOCKHOLDERS’ EQUITY AND PARENT COMPANY
INVESTMENT

CURRENT LIABILITIES:

* Trade payables........cccooevererereninee. S Feteeerbere et ettt et e s s s e sanansese seeteneieneneres $ 403 $ 463 § 707
Employees and payroll accruals......c.oovecevvriininiiiciicneinnce e e TR 1,402 1,728 2,006
Income tax payable.............. e theeteser i ———eerea irtrete s e ——ateteiaabarreesaataretstesesnntrteesran 1,722 3,669 3,496
Deferred revenues ................. ke bttt ee ettt E st e h b e e e e e e ee e et ereeren 90 — —

- ACCTURH EXPEMSES ..eoevrrirtit ettt _ 455 - 825 519
Total current Habilities ............ievvveevvrereesrerressnnn. e ae b et e e e -4,072 6,685 - 6,728

Accrued Severance Pay ..........c..ccoouovevernrerirernnn. ettt 556 910 1,124

STOCKHOLDERS’ EQUITY AND PARENT COMPANY INVESTMENT: .

Common Stock: . . ‘

" $0.001 par value: 10,000,000 shares authorized at December 31, 2000, and
‘ 100,000,000 at December 31, 2001; 20,000,000 shares issued and

outstanding at December 31, 2000 and 2001 ........ccccoocevovinimrrncerccriineneeneenne 20 20 20
Parent Company’s INVESIIMENL.........cc.coruierieireriereeenereearesiesreiaenesesenessersesionsesns 2,536 - 2,000 4,325
. Retained earnings .......c..cccoeeeveeuneenen. et eh et e e e et e e tbeeaaaeensas rreereaae e — — —
Total stockholders’ equity and Parent company investment.............ceceeveuene 2,556 2,020 4,345

Total liabilities and stockholders’ equity and Parent company
NVESLITIEIE 1.vvvvereeciennicieter et ce et cs s sess et sk saeb et e ebaseemeaebons $7,184 $9,615 $12,197

The accompanying notes-are an integral part of the consolidated financial statements.
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CEVA, INC. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
U.S. dollars in thousands (Except share and per share data)

Year ended December 31,
1999 2000 2001
Revenues: e : o
Licenses and royalties .........ccoevveereerenreireeneennreieeeerererse e seseesseseesenssnesnens $16,249 $19,951 $20,959
Technical support, maintenance and Other...........ccvieveniivvcinionieeniene. 1,952 2,959 4,285
TOLAl FEVEIIURS ..oeovvvrriiiiieierieeiiitireeecestatrieseestreesesesssenssesssssrassanseeesensreseenans 18,201 22910 25,244
COSE OF TEVEIUES ...vvvvvieiieiteieeiecirerecevestriesesesseeeeissesssesssssnresessssssressenssannnsrenionasssten . 207. 410 1,251
GIOSS PLOIL....eveoerveoresieseveesesseeessssessssssenesssssessssssessssseneses S 17,994 22,500 23,993
Operating expenses: ) ‘ :
Research and development, Net.......c.ocvuererrierereenninerneenenereer e nineene 3,230 4 835 5,095
Selling and marketing.................. et et et sr ettt r et e st et e e senne e e en e 1,997 2,466 2,911
General and admMINISTIATIVE ....vcviivveereeiiiiereeveisireeesesireeesessssreesesisiesssnrersessessres 2,480 2,810 2,839
Total operating expenses............. e rnens S et 7,707 10,111 10,845
Operating iNCOME .....uvvurvvereriirirrsniseriiseninsseierssesessesisensecsssnsnensessnsnsssenonninncses 10,287 ‘ 12,389 13,148
FINancial INCOME, MEL ......cocoviiiereeecieeeerrrereeeeeetrreeresesisaescssaeasstneasssssessnsnraeasssesarsnsens _ 292 322 462
Income before taxes On INCOMIE.......uveveieirnreeririiirereeerivrneesersssrenrens errr e ae s rereeens 10,579 12,711 13,610
TAXES ON INLCOMIE ... .iireecireeiietireeee s eerereseen e e beesaeese e s beassaesssasstenssneseasanssessres rrerenns 1,453 3,438 3,255
INEE IDCOIMIE ...t ee e eeee e st s saeestssaeet e s tesess st onsaasssaseobeenbesasensassnseseesnrsneen $ 9,126 $ 9,273 -$10,355

The accompanying notes are an integral part of the consolidated financial statements.
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CEVA, INC. AND ITS SUBSIDIARIES

STATEMENTS.OF CHANGES IN STOCKHOLDERS’ EQUITY AND
PARENT COMPANY INVESTMENT
U.S. dollars in thousands

Total
stockholders’
Common Stock cor?:::ny Retained cor?:;:ny
Shares Amount investment earnings investment
Balance as of January 1, 1999 orernesereansnanessease s —_ % — $1,680- $ —_ $ 1,680
Issuance of Common StocK.......cccocveevveiiniecvcccencennen. 20,000,000 20 (20) — —
NEt INCOME ..c..eiiiiiiiiiririvereet e eesesinr e seareeeseenaes — — T — 9,126 9,126
Capital return to Parent company ........c...cccreveveecnnnse - — — (9,126) (9,126)
Contribution from Parent company ...........cc.cccovvunene — — 876 - 876
Balance as of December 31,1999..........c.cccvnninnn. 20,000,000 20 2,536 — 2,556
NEEINCOMIE ..cvvveee et ieerescrereeetre e cebereseseeessstreesenenes _ — . — © 9,273 9,273
Capital return to Parent company .......ccccceeveeeeninrennnns — . — — 9,273) 9,273)
Distribution to Parent company ...........c.cceeveercrireeane — — (536) — (536)
Balance as of December 31, 2000............................. 20,000,000 20 2,000 — 2,020
NELINCOME ... ..o st r s _ . - — 10,355 10,355
Capital return to Parent company ............. e — — — (10,355)  (10,355)
Contribution from Parent company .........c.ccccocerirunen —_— -— . 2,325 — 2,325
Balance as of December 31, 2001........................... 20,000,000 $ 20 $4325 $ — $ 4345

~ The accompanying notes are an integral part of the consolidated financial statements.
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CEVA, INC. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
U.S. dollars in thousands

Year ended December 31,
1999 2000 2001

Cash flows from operating activities:
INEL INCOMIE. co.t ittt et sttt et s st st se b saebe st ereerans $9,126 $ 9,273 $ 10,355
Adjustments required to reconcile net income to net cash provided by

operating activities: » o R ' ‘
DEPIeciation......cccvurreveeriiniiiiciiere ettt 229 533 697
Increase in trade receivables......... e, (2,437) 0 (1,746) (1,540)
Decrease (increase) in other accounts receivable and prepaid '
EXPEIISES «.vverveevrrirsrereetetereeatebeststetessasessasessebersesaasiaessassaseene st essebeneseenen 138 (156) (33)
Decrease (increase) in inventories........... ereenreetrre et e naeereeeennesared everenin 22 14 (46)
Increase in trade Payables........cccvvierrernennie e _ 223 60 244
Increase (decrease) in deferred revenues..... O 54 @0 - —
Increase in employees and payroll accruals .........ocoeeveveveeceeiesennerenveennnn, 564 326. . 278
Increase (decrease) in accrued EXPenSes .......ccvveevrvervenieceesreiereeerceveseeenes 295 370 ~ (306)
Increase (decrease) in income tax payable ..........cccevecieniiiveenieerpeeenievenns - 895 1,947 (173)
Decrease (increase) in deferred inCOME tAXES .vvvvvvrenieriiiiinerenrieeeeeninnns (35 38 9
Increase (decrease) in accrued severance pay, NEt ........ocovvveevereervennns i 3 . (14) - 41
Net cash provided by operating activities .........ccceceecreerveeireiivesrerenns 9,077 10,555- . 9,508
Cash flows from investing activities: e * -
Purchase of property and eqUipmENt ............cooviiiiiieivminicec - (832) (696) (1,474)
Proceeds from sale of property and equipment ..o — — 99
Investment in long term lease deposits........ terteereer ettt et e e e e aaenrae st eenennes — 50y (103)
Proceeds from long term lease deposits .......ccoeeevevvveenerieeeieeece e, 5 — —
Net cash used in investing aCtiVIties.........oeerveverreeriererirerecrveienrnennnes (827) (’746) (1,478)
Cash flows from financing activities:
Capital return to Parent Company .........cccceceeivveeeirecemenieneeeeceeeeesesieeeseeneenens (9,126) (9,273) (10,355)
Contribution from (distribution to) Parent company.........cccoccoevevvervriecrervnenenn. 876 (536) 2,325
Net cash used in financing aCtivities ........ccceevveeriereeiiereeeireeneeereeneens (8,250) (9,809) (8,030)
Changes in cash and cash eqUIVALENTS ............cvcereererericerenieee e — — —
Cash and cash equivalents at the beginning of the year........c.ccocoveeriveeecieisienenennen. — — —
Cash and cash equivalents at the end of the Year .........ccoececevvirinreennne e, $ — § — $§ —

The accompanying notes are an integral part of the consolidated-financial statements.
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CEVA, INC. AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
U.S. dollars in thousands

NOTE 1:—GENERAL
" a. Background:

Ceva, Inc. (the- “Company”) is currently a wholly-owned subsidiary of DSP Group, Inc. (the “Parent”).
These financial statements reflect the transfer by the Parent of the DSP cores licensing business and operations
and the related assets and liabilities of such businesses and operations to the Company immediately prior to the
spin-off of the Company to the stockholders of the Parent (the “Separation”).

The Company is engaged -in the development and license of designs for programmable digital signal
processor. cores (“DSP cores”). A programmable DSP Core is a special purpose, software-controlled processor
that, through complex mathematical calculations, analyzes, manipulates and enhances voice, audio and video
signals. The programmable DSP Cores that the Company designs.are used as the central processor in
semiconductor chips made for specific applications. These chips are used in a wide variety of electronic devices,
including digital cellular telephones, modems, hard disk drives, MP3 players and digital cameras, and are critical
to the performance of the electronic products in which they are used. .

' _The Company licenses its software to semiconductor compaﬁies throughout the world. These semiconductor
companies then manufacture, market and sell custom-designed chips to system original equipment manufacturers
(OEMs) of a variety of electronic products. The Company also licenses its software directly to system OEMs.

_ The Company was incorporated in Delaware in November 1999. It currently - has outstanding

20,000,000 shares of Common Stock, $0.001 par value, all of which are owned by the Parent. The Company was
incorporated under the name DSP Cores, Inc. and changed its name to Corage, Inc. in 2001 and changed its name
again to Ceva, Inc. in April 2002. The Company had no business or operations. prior to the transfer of the DSP
cores licensing business and operations from the Parent.

After the Separation, the Company will have two wholly-owned subsidiaries: DSP Ceva, Inc., a Delaware
corporation, and Corage, Ltd., an Israeli company, which will be primarily engaged in research and development,
marketing, sales, technical support and certain general and administrative functions associated with the
Company’s activities. :

Prior to the Combination (see Note 6), the Parent will transfer to the Company assets including intellectual
property and liabilities related to the DSP cores licensing business and operations, as well as an amount equal to
the sum of $40 million in cash plus cash equal to the amount by which the transaction costs of the separation and
C(‘)mbin;ation exceed $2 million. The identification of assets and liabilities to be transferred was agreed upon
between the parties pursuant to the Separation Agreement (See Note 6) and related documents entered into by
and between the Company, the Parent and certain of the Parent’s subsidiaries, and are not necessarily indicative
of the balances of the related assets and liabilities presented in the accompanying financial statements.

b. Basis of presentation:

The Company’s financial statements incliide the licensing business and operations of the Parent which have
been carved out from the financial statements of the Parent using the historical resuits of operations and historical
bases of the assets andliabilities of the DSP Group business that it comprises. The consolidated financial
statements reflect the assets, liabilities, results of operations, financial positions, changes in stockholders’ equity,
Parent company investment, and cashflows (the “Company’s Business”) as if the Company and its subsidiaries
were separate entities -for all periods presented. The balances of the assets and liabilities presented in the
accompanying financial statements are not necessarily indicative of the balances of the assets and liabilities to be
transferred upon the Separation.

F-21




CEVA, INC. AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
U.S. dollars in thousands

Changes in Parent investment represent the Parent contribution of its net investment after giving effect to
the net income of the Company plus net cash transfers to or from the Parent. Based on the Separation Agreement
and related documents between the Company, the Parent and certain of the Parent’s subsidiaries, upon the
Separation, Parent and the Company shall jointly calculate the net investment account and: the Company shall pay
to Parent, or Parent shall pay to the Company, as the case may be, the net amount thereof. -

The Company will begin accumulating its retained earnings on the date on which the Parent transfers o the
Company all of the assets and liabilities relating to the Company’s Business.

The transfer of assets, liabilities and operations of the Company’s Business from the Parent is’ a
reorganization of entities under common control and has been accounted for in a mariner similar to a pooling of
interests, Accordingly, the financial statements of the Company have been restated to include the Company s
Busmess as if it had always been operated as-a separate enuty

Additionally, the consolidated financial statements include allocations of certain ' Parent corporate
headquarters assets, liabilities and expenses relating to the Company’s Business. Management believes these
allocations are reasonable. All material intercompany transactions and balances between the Company’s
subsidiaries have been ehrrnnated

The Company utilized services from certain employees of the Parent in Japan and France who performed
marketlng and technical support activities and whose costs were allocated to the Company

The statements of income include the costs directly attributable to the Company’s Business including
charges for shared facilities, functions and services used by the Company’s Business. Certain costs and expenses
have been allocated based on management’s estimates of the cost of services provided to the Company’s
Business. Such costs include research and development costs, sales and marketing, general and administrative
expenses. Such allocations and charges are based on either a direct cost pass-through or a percentage of total
costs for the services prov1ded based on factors such as headcount or the specific level of act1v1ty dlrectly related'
to such costs.

Payroll and related expenses, such as vacation, bonuses and compensation. expenses, relating to the
Company’s sales and marketing and research and development activities were attributed on a specific
identification basis. Depreciation -expenses were attributed based on the specific fixed assets attributed to the
Company. General and administrative expenses, including corporate and officers’ salaries and related expenses,
were attributed to the Company based on a weighted ratio composed of the percentage of time that each of the
admiinistration employees spent on the Company’s Business. Rent, maintenance and other” administrative
expenses were attributed based on the relevant ratios, such as square footage and headcount. Other general and
administrative expenses, such as legal and accounting fees, were attributed based on management estimations.

Management believes that the foregoing allocations were made on a reasonable basis and would not have
been materially different if the company had operated as a stand-alone entity for all periods presented; however,
the allocations of cests and expenses do not necessarily indicate the costs that would have been or will be
incurred by the Company on a stand-alone basis. - - .

Also, the financial information included in the consolidated financial statements may not necessarily reflect
the financial position, results of operations and cash flows of the Company in the future or what the financial
position and results of operations would have been had it been a separate, stand-alone company during the years
presented.
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Interest income shown in the consolidated financial statements reflects the interest income associated with
the aggregate Parent company investment amount and is based on the Company’s operating income for each
period, based on weighted average interest rates for the applicable period of 5.5%, 4.9% and 3.5% on an annual
basis for the years ended December 31, 1999, 2000 and 2001, respectively. '

All of the Company s netincome recorded during the periods presented was returned to the Parent as part of
the Parent company investment account. -

c. For majoi customers—see Note 6(b).

NOTE 2:—SIGNIFICANT VAC'COUNTING POLICIES »

- The consolidated ﬁngncial statements have been prepared in accordance with Generally Accepted
Accounting Principles in the United States (“U.S. GAAP™).

a. Use of estimates:

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the ﬁnanc1al statements and
accompanymg notes. Actual results could differ from those estimates.

b. Principles of consolidation:

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. Intercompany balances and transactions have been eliminated upon consolidation.

¢. Financial statements in U.S. dollars:

The ‘revenues of the Company and Corage, Ltd. are generated in U.S. dollars (“dollars”). In addition, a
portion of Corage, Ltd. costs as well as all the costs of the Company are incurred in dollars. Accordingly, the
management has determined the dollar as the currency of the primary economic environment of the Company
and Corage, Ltd. and, thus, their functlonal and reporting currency.

Transactions and balances, denominated in dollars, are presented at their original ‘amounts. Non-dollar
. transactions and balances have been remeasured into dollars, in accordance with Statement of the Financial
Accounting Standard No 52. :

“Forelgn'Currency Translation” (“SFAS No.52”). All transaction gains and losses from remeasurement of
monetary balance sheet items denominated in non-dollar currencies are reflected in the statements of income as
financial income or expenses, as appropriate, and have not been material to date. .

d. Inventories:

Inventories are stated at the lower of cost or market value. Inventory write-offs are provided for slow 1tems
or technologles obsolescence. Cost of i 1nventory is determmed using the average cost method.
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e. Property and equipment:

Property and equipment are stated at cost, net of accumulated depreciation. Depreciation is calculated using
the straight-line method over the estimated useful lives, at the following annual rates:

%
Computers, software and equipment ..........co......... eeereen - 20-33
Office furniture and equipment.........ccoeeeeveverrrirereecennenns 6
Leasehold improvements ..........ccoovvviinveveeeeeenrenienines ratably over the term of the lease
MOtor VEhICles ........eccevrvrerinininerneeeen et bevdanns 15

The Company and its subsidiaries periodically assess the recoverability of the carrying amount of property

and equipment and provide for any possible impairment loss based upon the difference between the carrying

~amount and fair value of such assets, in accordance with Statement of Financial Accounting Standard No. 121

“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of” (“SFAS
No0.121”). As of December 31, 2001, no impairment losses have been identified.

f. Revenue recognition:

The Company and its subsidiaries generate their revenues from software licensing, pre-paid royalties, unit
royalties, and maintenance and technical support fees. The Company licenses its software to semiconductor
companies throughout the world. These semiconductor companies then manufacture, market and sell custom-
designed chips to original equipment manufacturers (OEMs) of a variety of electronic products The Company
also licenses its technology directly to OEMs which are con51dered end users. »

The Company accounts for its software license revenues in accordance with Statement Of Position (“SOP™)
97-2, “Software Revenue Recognition”, as amended. Under SOP 97-2, revenues are reéognized when:
(1) collection is probable; (2) delivery has occurred; (3) the license fee is otherwise fixed or determinable;
(4) persuasive evidence of an arrangement exists and no further obligation exists.. SOP 97-2 generally requires
revenue earned on software arrangements involving multiple elements to.be allocated to each element based on
the relative fair value of the elements. The Company has also adopted SOP 98-9, “Modification of SOP 97-2,
Software Revenue Recognition with Respect to Certain Transactions,” for all multiple element transactions
entered into after January 1, 2000. SOP 98-9 requires that-revenue be recognized under the “residual method”
when vendor specific objective evidence (“VSOE”) of fair value exists for all undelivered elements and VSOE
does not exist for one of the delivered elements. The VSOE of fair value of the undelivered elements
(maintenance and technical support) is determined based on the renewal rate or on the price charged for the
undelivered element when sold separately.

SOP 97-2 specifies that extended payment terms in a software licensing arrangement may indicate that the
software license fees are not deemed to be fixed or determinable. If the fee is not fixed or determinable, or if
collection is not considered probable, revenue is recognized as payments become due from the customer,
provided that all other revenue recognition criteria have been met. SOP 97-2 specifies that if a company has a
standard business practice of using extended payment terms in software licensing arrangements and has a history
of successfully collecting the software license fees under the original terms of the software licensing arrangement
without making concessions, the company should recognize the software license fees when all other SOP 97-2.
revenue recognition criteria are met. The Company has concluded that for certain software arrangements with
extended payment terms, the “fixed or determinable” presumption has been overcome and software license fees
have been recognized upon meeting the remaining SOP 97-2 revenue recognition criteria.
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 The Company and its subsidiaries do not grant rights of return..

Certam agreements provrde for per—umt royaltres to be paid to the Company based on shrpments by
customers of units containing the Company’s technology. Revenue under such agreements is recognized at the
. time shipments by the customers are reported to the Company; such reports are prepared by these customers on a

periodic basis after units are sold. Non-refundable payments on account of future royalties from- similar
agreements are recognized upon payment, provided that no future obligation exists.

- Revenues from licensing sales are c_or'nposed‘ as follows: .~

. Year ended December 31,

_ 1999 2000 2001
Revenues : . S . . - » L
Software hcensmg .......... e ettt st eteae e e — $10,395 $12,550 $13,680
ROVAILES ......vcvevecvieiiecieeecie ettt st 5,854 7401 7,279

. $16,249 $19,951 $20,959

Maintenance and technical support revenues included in multiple element arrangements are deferred and
recognized on a straight- hne bas1s over the term of the mamtenance and the support agreement or when such
services ‘are performed

"Deferred revenues include unearned amounts received under maintenance and techmcal support contracts
and amounts billed to customers not yet recognrzed as revenues.

g. Income taxes:

’ H1stomca11y; the Company’s and its subsidiaries’ operations have been included in the consolidated income
tax returns filed by the Parent and by DSP Group, Ltd. Income tax expense in the Company s consolidated
financial statements has been calculated on a separate tax return basrs

" Ceva, Inc. taxés-on income were calculated based on U.S. tax rates. Corage, Ltd. taxes on income were
calculated based on Israeli tax rates and laws. These calculations reflect the Parent’s tax strategy, and are not
- necessarily reflective of the tax strategies that the Company would have followed or will follow as a stand-alone
company. ' :

The Company and its subsidiaries account for income taxes in accordance with Statement of Financial
Accounting Standard No. 109, “Accounting for Income Taxes” (“SFAS No. 109”). This Statement prescribes the
use of the liability method whereby deferred tax assets and liability account balances are determined based on
differences between financial reporting and tax bases of assets and liabilities and are measured using the enacted
tax rates and laws that will be in effect when the differences are expected to reverse.

 The Company and its subsidiaries provide a valuation allowance, if necessary to reduce deferred tax assets
to their estimated realizable value. : :
"h. Research and development:

. Statement of Financial Accounting Standard No. 86 “Accounting for the Costs of Computer Software to be
Sold, Leased or Otherwise Marketed” (“SFAS No. 86”), requires capitalization of certain software development
costs subsequent to the establishment of technological feasibility. . ‘ ‘
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Based on the Company’s product development process, technological feasibility is established upon
completion of a working model. The Company and its subsidiaries do not incur material costs between the
completion of the working model and the point at which the product is ready for general release Therefore
research and development costs are charged to the statement of income as incurred.

i. Accrued severance pay:

The Israeli subsidiary liability for severance pay is calculated pursuant to Israeli severance pay laws for all
employees based on the most recent salary of each employee multiplied by the number of years of employment
for that employee as of the balance sheet date. The Israeli subsidiary’s liability is fully provided by monthly
deposits with severance pay funds, insurance policies and by an accrual.

~ The deposite‘d funds include profits accumulated up to the balance sheet date. The deposited funds imay be
withdrawn only upon the fulfillment of the obligation pursuant to Israeli severance pay laws or labor agreements.
The value of these policies is recorded as an asset in the Company’s balance sheet.

Severance expenses. (income) for the years ended December 31, 1999, 2000 and 2001, were approximately
$3, $(14) and $41, respectively.

- j. Accounting for stock-based compensanon

The Company has elected to follow Accounting Principles Board Statement No. 25 “Accountmg for Stock
Options Issued to Employees” (“APB 25”) and FASB Interpretation No. 44 “Accounting for Certain
Transactions Involving Stock Compensation” (“FIN 44”) in accounting for its employee stock option plans. .
Under APB 25, when the exercise price of an employee stock option is less than the market price of the
underlying stock on the date of grant, compensation expense is recognized. The pro-forma information with
respect to the fair value of options required under the provisions of Statement of Financial Accounting Standard
No. 123 “Accounting for stock based compensation” (“SFAS No. 123”), is provided in Note 5(¢). SFAS No. 123
requlres use of an option valuatlon model to measure the fair value of options on the grant date.

k. Fair value of ﬁnanczal -instruments:

The carrying amounts of trade receivables and trade payables approximate their fair values, due to the short-
term maturities of these instruments.

1. Concentration of credit risk:

Financial instruments that potentially subject the Company to concentrations of credit risk consist
principally of trade receivables. The trade receivables of the Company and its subsidiaries are mainly derived
- from sales to customers located in the United States, Europe and Asia. The Company and its subsidiaries' perform
ongoing credit evaluations of their customers and to date have not experienced any material losses. Allowance
for doubtful accounts is computed for specific debts for which collectibility is doubtful based upon the
Company’s experience. .

The Company and its subsidiaries have no off-balance-sheet -concentration. of credit risk such as foreign
" exchange contracts, option contracts or other foreign hedging arrangements.
m. Non-royalty-bearing grants:

Non-royalty-bearing grants from the Government of Israel for funding certain approved research and
development projects are recognized at the time when the Company is entitled to such grants, on the basis of the
related costs incurred, and included as a deduction from research and development costs.
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The Company recorded grants participation in the amounts of $70, $578 and $542 for the years ended
December 31, 1999, 2000 and 2001, respectively.

- n. Advertising expenses:

. Advemsmg expenses are carried to the statement of operatlons as mcurred
0. Impact of recently issued accounting standards:

In June 2001, the F1nanc1a1 Accounting. Standards Board issued SFAS No. 141, “Business Combmatlons
and No. 142 “Goodwﬂl and Other Intangible Assets”, effective for fiscal years begmmng after December 15,
2001. Under the new rules, goodwill (and intangible assets deemed to have indefinite lives) will no longer be
amortized but will: be subject to annual impairment tests in accordance w1th the Statements. Other intangible
assets w111 continue to be amortized over their useful lives.

In‘Au’gu'st 2001, the Financial Accounting Standards Board issued Statement of FinanciallAccounting
Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS 144”), which
addresses financial accounting and reporting for the impairment or disposal of long-lived assets and supersedes
SFAS No. 121, “Accountmg for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed

of,” and the accounting and reportmg provision of APB Opinion No. 30, “Reportmg the Results of Operations for
a disposal of a segment of a business.” SFAS 144'is effective for fiscal years beginning after December 15, 2001,
with earlier application encouraged. The Company expects to adopt FAS 144 as of January 1, 2002 and it does
not expect that the adoption of SFAS 144 will have a-significant 1mpact if any, on the Company s financial
posmon and results of operations. ' : .

NOTE 3:—..—OTHER ACCOUNTS RECEIVABLES AND PREPAID EXPENSES

. N 2000 2001
* PIEPALA €XPEIISES 1.vvvvorveeeeeeeoosessssseeere s sssssssssssaesessss s et $106  $180 .
Advance payments .........ccoeeun. SO OSSRV SO O U OO VTR RUTUO PR TTRUSRPOPO! 148 33
Other account receivables . ...ccvvceriiieiccere et rereeresereeraens e 320106
TOLAL .ottt sttt et et b et be e se etk b e s et eben b abesesbe e e e bt e e ee b b s s s seen $286 $319
' NOTE 4:_—PR_OPE_RTY AND EQUIPMENT, NET
December 31,
2000 - - 20017
~ Cost: , : L , ,

" Computers, software and equipment................. R SO RSSO $2,838 34,288
Office furniture and eqUIPIENt ........ccovrveerverereresieerereenes i, e 238 243
Leasehold improvements..........cccoviiveecniniininiccnnnninnns 720 739
Motor vehicles......courrrrvniiinnne: e e e 300 201

- ' ‘ o 4,096 5471
Accumulated EPreCIAtiON .....covviiiriiiciieieiere sttt ettt se e st s ree e neeentn e 2,575 3272
DEPreciated COSE......oiiiririec ittt eeesacr s s e s e e ceenene s e $1,521° $2,199
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NOTE 5:—STOCKHOLDERS’ EQUITY
a. Parent company investment:

The accompanying financial statements reflect substantially all of the assets and liabilities covering the
conduct of the DSP cores licensing business and the results of the operations of that business which had
originally been carried out by Parent and which will be transferred to the Company. The identification of the
assets and liabilities to be transferred was agreed upon between the Company and the Parent and their related
balances are not necessarily presented in the accompanying financial statements. Parent’s equity in the net assets
transferred to the Company are reflected in the opening balance of Parent’s investment in the accompanying
balance sheet. The net equity balance for each year also includes additional financing received from Parent. The
net income of the Company was recorded as capital return to the Parent. As of December 31, 2001, the
consolidated financial -statements are presented to reflect the transfer of assets and liabilities as if it already
occurred. Based on the agreements between the Parent and the Company, upon the Separation, the Parent and the
Company shall jointly calculate the net investment account and the Company shall pay to Parent, or Parent shall
pay to the Company, as the case may be, the net amount thereof.

During prior periods the Parent haﬁdled virtually all of the Company’s cash transactions, as well as
collecting the Company’s receivables and settling accounts with the Company’s suppliers and other creditors.

b. Stock splits and dividends:

On October 26, 2000, the Company s Board of Directors declared a stock split in a 1:1,000 ratio. On
May 31, 2001, the Company’s Board of Directors declared a stock split to be effected as a stock dividend to be
distributed from the Parent company investment whereby each holder of record of Common Stock received 19
additional shares of Common Stock for each share owned. The effect of such spht in the shareholders equity
statements was given retroactively.

All stock and stock option information in the consolidated financial statements has been retroactively
restated for all periods presented to reflect the stock split and the stock split effected as-a stock dividend.

c. Employee stock option plan:

In 2000, the Company adopted the 2000 Stock Incentive Plan (the “2000 Plan”). Under the 2000 Plan,
employees, officers and directors of the Company and each of its subsidiaries may be granted stock options for
the purchase of the Company’s Common Stock. The 2000 Plan expires in 2010 and currently provides for the
purchase of up to 4,000,000 shares of the Company’s Common Stock. Each option can be exercised to purchase
one share, conferring the same rights as the other shares of Common Stock. Options that are cancelled or
forfeited before expiration become available for future grants. The exercise price of options under the 2000 Plan
shall not be less than 100% of the fair market value for qualified and for non-qualified stock options as
determined by the Board of Directors. The exercise basis will be adjusted from time to time upon the occurrence
of a stock split, combination, dividend, and stock dividend, and.in other certain events.

Options under the 2000 Plan are generally exercisable over a 48-month period beginning 12 months after

issuance or as determined by the Board of Directors. Options under the 2000 Plan expire up to ten years after the
date of grant. '
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A summary of activity of options granted to purchase the Company’s Common Stock under the 2000 Plan is
as follows:

Year ended December 31, Year ended December 31,
Weighted . Weighted
Shares average Shares average
available for Number of  exercise available for Number of  exercise
_ grant options price grant options price
Outstanding at the beginning of the o N o ‘ _ ;o .

DL STRPPRRO eeetreeeeeeratbrerertateaantein : o — . $— | 2,147,720 1,852,280  $5.37
AUthorized .....cooveveviiiieeeeeeee e 4,000,000 — - — S —
Granted .......ooooveerereceeeeeceeeee e (1,882,280) 1,882,280 5.37 (1,002,740) 1,002,740  5.71
EXercised ....c.coovnniecieincncn, - s — — — —
Forfeited ....... ettt te bt neenes 30,000 (30,000) 5.37 268,990 - (268,990) 5.37
Outstanding at the end of the year........... 2,147,720 1,852,280  $5.37 1,413,970 2,586,030  $5.50

A summary of the welghted average exercise price and the number of options exerc1sable under the 2000
Plan i is as follows:

2000 2001
Number of options excisable as of December 31......ovvvorre, S et eere e ans — 601,580
Weighted average exercise price of options excisable as of December 31................... $ — . $5.37

" These options will be medsured upon the consummation of the combination of the Company with Parthus
based on the then fair Value of the Company’s Common Stock,

d. Parent stock dptions granted to the Company’s employees:

Since 1991, the Parent has granted options to purchase shares of the Company’s Common Stock to its key
employees, directors and shareholders as an incentive to attract and retain qualified personnel under several
plans As part of these grants options were granted to employees of the Company

Under the terms of these plans, options generally become exercisable ratably over a penod of up to 4 years,
commencing 12 months after issuance, or as determined by the Board of Directors. The options generally expire
no latér than 10 years from the date of the grant and are non-transferable, except under the laws of succession.
Each option can be exercised to purchase one share, conferring the same rights as the other shares of the
Company’s Common Stock. Options that are cancelled or forfeited before expiration, become available for future
grants. The number of shares to be received upon exercise of the options will be adjusted from time to time upon
the occurrence of stock splits and combinations, dividends and stock dividends and other certaln events. All
options under the plan were granted at fair value.
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A summary of the share option activity in respect of the Parent’s options that were granted to the
Company’s employees, and related information is as follows:

e Year ended December 31,
1999 2000 2001
Weighted Weighted Weighted
. . average average average
Number of  exercise Number of  exercise Number of  exercise
) . . - options price . options price options price
Outstanding at the beginning of the year...... 1,265,034 $ 9.12 1,853,288 $15:65 2,026,975 $20.62
Granted (F)....vovenieeeeneeiennenesranenenee 1,431,000 17.39 577,500  31.74 312,583 18.82
EXercised.......coovvnevrenininnnincnininnnn. (842,746) 879 (403,813) 13.76  (108,601) 8.37
" Forfeited or cancelled (**).............0..... - — — — —_ (85,794y ~ 25.76
Ou_fstanding at the end of the year ................ 1,853,288 $15.65 2,026,975 $20.62 2,145,163 $20.77
Options exercisable at the end of the year ..., A97,-175 $28.88 406,168 $18.30 1,036,932 $19.81
(*) Including 35,750 options of employees who were transferred from the Parent to the Company durmg the
year 2001.
(**) Including 14,167 options of employees who were transferred from the Company to the Parent during the
year 2001.

The Parent’s opuons granted to the employees of the Company outstanding as of December 31, 2001 have
been classified into range of exercise price as follows: -

Weighted average

Options remaining Options Weighted average
Exercise outstanding as of contractual Weighted average exercisable as of exercise price of

price (range) - December 31, 2001 life (years) ‘exercise price ‘December 31,2001  options exercisable
"$45 -$944 722,848 4.1 o $°8.99 402,842 $ 9.11
$ 9.63-517.3 126,774 32 -12.38 - 113,816 ‘ 12.27
$17.9 - $21.94 402,833 6.3 19.11 " 98,500 18.87
$22 -$%39 ' 666,333 5.5 : . 28.85 . 335,289 29.76
$40.22 - $54.6 o 226,375 v 56 . +42.20 - .. 86,485 42.06
- 2,145,163 : o $20.77 1,036,932 $19.81

Under SFAS No. 123, pro forma information regarding net income (loss) and net earnings (loss) per share is
required, and has been determined as if the Parent had accounted for its employee. stock options under the fair
value method of that Statement. The fair value. for these options was estimated at the date of grant using a Black-
Scholes option pricing model with the following weighted-average assumptions:

. ) © 1999 2000 2001
DiVIAENA YIEI....vvvveeeeeeeeeeereeeeesreerseseesesssesesssessesseesssesesseseseeseeeenerenees 0% 0% 0%
Expected VOIATHILY ....cvceeienieiiiriieine ettt 0.76 0.81 0.81
RiSK-fT€€ INLEreSt.....coveimiceriiiiienetres et 5.55% 4.87% 3.7%
Expected life of UP £0...ciiviviienirccnccic e 29 years 29years 2.9 years
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Weighted average fair value of the Parent’s options granted to the employees of the Company whose
exercise price is equal to market price of the shares of the Parent at date of grant are as follows:

Weighted average fair value
of options grants at an -
exercise price

1999 2000 2001
‘Equal to fair value at date of Srants ..........ccccvveeccrenninieiieini e $10.64 $20.61 $11.47

e. Pro forma information under SFAS No. 123

The folléwing pro forma information includes the effect of the options granted to the Company’s employees
to purchase the Parent’s shares.

For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over
the options’ vesting period. ‘

Year ended December 31,
. . 1999 2000 2001
Net incOme as rePOIted......ccvrevumrircreiiierieriecieieni s $9,126 $9,273 $10,355

PrO fOITNA NEL INCOIMIE ...t eeer e eeeeereveresereseeeveseeseeessessesenesnesseane $5,761 $2.431 §$ 1,450

f. Dividend Policy

The Company has never declared or paid any cash dividends on its capital stock and does not anticipate
paying any cash dividends in the foreseeable future. In the event that cash dividends are declared in the future,
such dividends will be paid in dollars or NIS subject to statutory limitations.

g. Common Stock '

.Holders of the Company’s Common Stock are entitled to one vote per share on all matters to be voted upon
by the Company’s stockholders. In the event of liquidation, dissolution or winding up, holders of the Common
Stock are entitled to share ratably in all of the Company’s assets. The board of directors may declare a dividend
out of funds legally available therefor and the holders of Common Stock are entitled to receive ratably any such
dividends. Holders of Common Stock have no preemptive rights or other subscription rights to convert their
shares into any other securities. There are no redemption or sinking fund provisions applicable to the Common

. Stock. '
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NOTE 6:—GEOGRAPHIC INFORMATION AND MAJOR CUSTOMER DATA
a. Summary information about geographic areas:

The Company manages its business on a basis of one industry segment, the development and license of
designs for programfnable Digital Signal Processors (see Note 1 for a brief description of the Company’s
business) and follows the requirements of Statement of Financial Accounting Standard No. 131 , “Disclosures
About Segments of an Enterprise and Related Information” (“SFAS No. 1317),

The following is a summary of operations within geographic areas:

Year ended December 31,

1999 2000 2001
Revenues based on customer location: : :
UIEEA STALES .vvvvverveeeeiereereiveereiieesrreeeeresresaessesseseseessenesrsassessssansesens $ 4493 $11,953 $10,853
JAPAN ettt et seenen SO 6,679 3,342 3,169
BUTOPE ..ottt e e b e e ee 5,029 4,547 6,984
Asia (Excluding Japan) ........ccccooiiniienniencincninie e 1,656 2,790 4,081
Other......... ettt a et se et 344 278 157

$18,201 $22,910 $25,244

December 31,
1999 2000 2001

Long-lived assets by geographic region:

UNIEEA SEALES «.vveieeiee et setee et st eerreesn e e enresesetaeeenetbeserasseienens $ 64 $ 383 $ 47
ISTACL .ot et ettt e e et e s b st e e b ettt s aeaab s et s 1,291 1,518 2,281
OUheT et snanen ettt r et r s a e e s 40 52 61

$1,395 $1,608 $2,389

" 'b. Major customer data as a percentage of total revenues:

Year ended December 31,
1999 2000 2001

CUSIOIMET A o ittt te ettt e e e tbe e e bt e e s ebe s e etssa e s tbeaestntbeeeenrnesernaean * * 15.2%
CUSIOMIET Bttt ettt ee e e s et e e e sttt b e s e e e eatbeabeaa s s aerrrene s * * o 13.7%
CUSIOIMIET Corieiiiiccietcetie et ee e sre et ta e re e e ssaeee st reeesssaesassaeesessaans snsesesnssaessenes * * 24%
CUSIOMET D oottt et e et e e erae e e satr e e snee e ennaeas * 17.6% * —
CUSIOMET Bttt e s be st e e st e e e satn e s e nre e s eneas 124% * — *—
Customer F oo e eeereerbe et e eerreneens 14.6% *— *
CUSIOMET G .ot crer et ree e bb e e e s e be s s aeaeeesbsesbes aans ISTUTR 102% * — *
Customer H ........oooeveerverieirenrenennan. ettt 11.5% *—  *—

*) Represents a percentage lower than 10%.
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NOTE 7:—TAXES ON INCOME

Historically, the Company’s and its subsidiary’s operations have been included in the consolidated income
tax returns filed by the Parent and by DSP Group, Ltd. Income tax expense in the Company’s consolidated
financial statements has been calculated on a separate tax return basis. These calculations reflect the Parent’s tax
strategy, and are not necessarily reflective of the tax strategies that the Company would have followed or will
follow as a stand-alone company. ' '

-a. The provision for income taxes is as follows:

Year ended December 31,.
1999 2000 2001

. Domestic taxes: '
CUITENT ....c..eeeeeete ettt sar st s e st e st e eee it s e s te s e s eesestbaeranerann $ 788 $2,674 $2,580
Deferred...ccocooomvveeeiiiireeean, (35) 38 9

753 2,712 2,571

Foreign taxes: ‘ :
CUITENE ..ot et s 700 726 684

. ' : 700 - 726 684

Provision for taxes on income..........ccocvenen. ettt r st et e oot e st ganren $1,453 $3,438 $3,255

_b. Income (loss) before taxes on income:

Year ended December 31,

1999 2000 2001
DOMESHIC.....c.cviriiieii sttt b $ 1982 $ 7,532 $ 6,767
Foreign ..o RN s 8,597 5179 6,843

$10,579 $12,711 $13,610

c. A reconciliation between the Company’s effective tax rate and the U.S. statutory rate:

Year ended Deéember 31,

1999 2000 2001
Income before taXes ON INCOME......coiuvvveiviirieriii ettt eens $10,579 $12,711 $13,610°
Tax at U.S. STULOTY TAE—35% ..occcvrverreerrsrnrssecsensserssserscsrsreren w3702 4449 4764
Foreign income taxes at rates other than U.S. rate...........ccccvereverniereenn. - (2,309 (1,087 (1,711
OMNET oot e e e 60 76 _ 202
Provision for taxes 0N INCOIME ........covueeeereeeeeeeeeseeerersaeneseeeeeressseeeereeereeeee s $ 1,453 $ 3,438 $ 3,255
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d. Deferred income taxes:

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant
components of the Company’s deferred tax assets are as follows:

December 31

- 2000 2001
RESEIVE ANd ALlOWANICES ....vcveivvirieiieiieeeiee st s ts s et reere st st essste st evssresbesesaste et sresreseesaereneasans $231  $240
Balance at the end of the year (All domestic) ......occovriveeiiii e SR $231  $240

A valuation allowance was not recorded since management believes that these assets will be realized in the
future. '

e. Assignment of the tax benefits under the Israeli Law for the Encouragement of Capital Investments,
1959:

DSP Group, Ltd.’s production facilities have been granted “Approved Enterprise” status under Israeli law in
connection with four separate investment plans. According to the provisions of such Israeli law, DSP Group, Ltd.
has elected to enjoy “Alternative plan benefits,” which is a waiver of grants in return for tax exemption.
Accordingly, DSP Group, Ltd.’s income from an “Approved Enterprise” is tax-exempt for a period of two or four
years and is subject to a reduced corporate tax rate of 10%-25% (based on percentage of foreign ownership) for
an additional period of eight or six years, respectively. The tax benefits under these investment plans are
scheduled to gradually expire starting from 2005 through 2009. The period of tax benefits, as detailed above, is
subject to limitations of the earlier of 12 years from commencement of production, or.14 years from receipt of
approval.

Since DSP Group, Ltd. is operating under more than one approval, its effective tax rates are a weighted
combination of the various applicable rates and tax exemptions and the computation is made for income derived
from each program on the basis and formulas specified in the law and in the approvals.

The tax exempt income attributable to an “Approved Enterprise” can be distributed to stockholders without
subjecting DSP Group, Ltd. to taxes only upon the complete liquidation of DSP Group, Ltd. The Company has
determined that such tax exempt income will not be distributed as dividends. Accordingly, no deferred income
taxes have been provided ori income attributable to DSP Group, Ltd.’s “Approved Enterprise.”

Through December 31, 2001, DSP Group, Ltd. has met all the conditions required under these approvals
which include an obligation to invest certain amounts in property and equipment and an obligation to finance a
percentage of investments in share capital. Should DSP Group, Ltd. fail to meet such conditions in the future, it
could be subject to corporate tax in Israel at the standard rate of 36% and could be required to refund tax benefits
already received. Income from sources other than the “Approved Enterprise” during the benefit period will be
subject to tax at the standard rate of corporate tax in Israel of 36%. :

Under Israeli law, DSP Group, Ltd. is entitled to claim accelerated rates of depreciation on equipment used
by an “Approved Enterprise” during the first five tax years from the beginning of such use.

As part of the Separétion from the Parent, Corage, Ltd. applied for assignment of the approved plans and for
the relevant tax benefits from DSP Group, Ltd. to Corage, Ltd. According to the assignment the above mentioned
benefits would be granted to Corage, Ltd.
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f. Tax benefits under the Law for the Encouragement of Capital Investments, 1959:

Corage, Ltd. has been granted the status of “Approved Enterprise” under the Law for the Encouragement of
Capital Investments, 1959 (the “Investment Law”). According to the provisions of the Investment Law, Corage,
Ltd. has elected to enjoy “alternative benefits”—a waiver of grants in return for tax exemption. The “Approved
Enterprise” status will allow Corage, Ltd. a tax exemption on undistributed income derived from the “Approved
Enterprrse program. The income derived from this “Approved Enterprise” will be tax exempt for a period of two
years, and will enjoy a reduced tax rate thereafter of 10% to 25% for an additional five to eight years (depending
on the percentage of foreign 1nvestment) The five to ten- -year period of benefits will commence with the first
year in which Corage, Ltd. earns taxable income. The period of tax benéfits, detailed above, is subject to limits of
the earher of 12 years from the commencement of production, or 14 years from receiving the approval.

The entitlement to the above benefits is conditional upon the Company’s fulfilling the conditions stipulated
by the above law, regulations published thereunder and the instruments of approval for the specific investments
in “Approved Enterprises.” In the event of failure to comply with these conditions, the benefits may be canceled
and the Company may be required to refund the amount of the benefits, in whole or in part, including interest.

Should Corage, Ltd. derive income from sources other than the “Approved Enterprise” during the period of
benefits, such income shall be taxable at the regular corporate tax rate of 36%.

g. Separation from DSP Group, Ltd.”

"~ DSP Group, Ltd. has obtained a tax ruling for the tax exempt split plan pursuant to section 105A(a) to the
Israeli Income Tax Ordinance (“section 105”). Under section 105 and according to the ruling, the majority of the
assets' that will be transferred to Corage, Ltd. and the majority of the assets that will remain in DSP Group; Ltd.,
cannot be sold for a two- year perlod and subject to other requrrements determmed by law.

NOTE 8:%—SUBSEQUENT.EVENTS (Unaudited)

a. On April 4, 2002, the Parent; the Company and Parthus Technologies plc (“Parthus”) entered into a
combination agreement (the “Combination Agreement™) pursuant to which Parthus and the Company agreed to
effect a combination of their businesses, whereby the Parent contributes the DSP core licensing business and
operations and the related assets and liabilities of such business and operations to the Company and Parthus will
be acquired by the Company in exchange for the Common Stock of the Company (the “Combination”). The new
combined company will be renamed ParthusCeva, Inc. (“ParthusCeva”).

_The Parent will distribute 100% of the equity of the Company it holds pro-rata to the Parent’s stockholders.
Immediately following the Separation -and distribution of stock to the Parent’s stockholders and pursuant to the
Combination, the Company will issue its Common Stock to the existing shareholders of Parthus and Parthus will
become a subsidiary of the Company. As a result of these transactions, the stockholders of the Parent will hold
shares representing approximately 50.1% of the.Common' Stock of ParthusCeva and the former -shareholders of
Parthus will hold shares repreSenting approximately 49.9% of the Common Stock of ParthusCeva.

Per a ruling obtarned from the U S. Internal Revenue Serv1ce the separatlon and distribution of Ceva s
common stock to the stockholders of DSP Group W111 be a tax-free reorgamzatlon
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The following agreements were signed with respect to the mentioned transactions:
Separation Agreement:

The separation agreement provides for the transfer to Ceva of assets and liabilities from DSP Group related
to the DSP cores licensing business in exchange for the issuance by Ceva to DSP Group of 1,000 shares of Ceva
common stock on the separation date. Further, the separation agreement provides for DSP Group’s Israeli
subsidiary, DSP Group, Ltd., to transfer all of the share capital of Corage, Ltd, an Israeli company, to DSP
Group, which DSP Group then contributed to Ceva. Ceva subsequently contributed all of the Corage, Ltd. share
capital to DSP Ceva, Inc., our wholly-owned subsidiary. Upon the closing of the combination, DSP Ceva, Inc
changed its name to DSP ParthusCeva, Inc. and Corage, Ltd. changed its name to ParthusCeva, Ltd.

After its contribution of assets to Ceva, DSP Group surrendered shares of Ceva’s Common Stock it held to
Ceva without consideration, to adjust the number of shares of Ceva’s Common Stock held by DSP Group and
then distributed the remaining shares of Ceva Common stock it held to the DSP Group stockholders on the basis
of one share of Ceva common stock for every three shares of DSP Group’s common stock held by such
stockholder on the record dated for the distribution. Following the distribution, Ceva acquired Parthus pursuant
to a scheme of arrangement.

The Contribution.

~ As part of the assets contributed to us in the separation, DSP Group also contributed to us a total of the sum
of $40 million as initial working capital plus cash equal to the amount by which the transaction costs of the
separation and combination exceeded $2 million. In addition, as part of the separation. and distribution and
pursuant to the terms of the separation agreement, Ceva and DSP Group agreed to settle the intercompany
investment account between them by (i) converting part of DSP Group’s investment account in Ceva (consisting
of the value of the property, equipment and inventory) into Ceva’s stockholders’ equity, (i) allowing DSP Group
"to retain all rights to Ceva’s accounts receivable existing on the date of the separation, and (iii) having DSP
Group retain certain of Ceva’s current liabilities existing on the date of separation, such that the settlement
arrangement results in the net amount of assets retained by DSP Group to equal the amount of the intercompany
+ account on the date of separation (as of June 30, 2002, approximately $8.7 million).

The Distribution.

DSP Group distributed all of the shares of Ceva’s common stock outstanding on the separation date to its
stockholders on a pro rata basis. No fractional shares was issued in the distribution. Instead, DSP Group
stockholders received cash for any fractmnal shares of Ceva’s common stock held by them.

Representations, warranties, covenants and indemnification regarding the distribution. -

The separation agreement contains representations and warranties from DSP'Group and Ceva as to the
accuracy of facts and representations made by DSP Group, Ceva and Parthus in connection with the tax rulings
issued by the Internal Revenue Service in connection with the separation, distribution and combination. Under
the separation agreement, ParthusCeva has agreed that (i) during the two-year period following the completion of
the distribution, ParthusCeva will not liquidate, dispose of or discontinue a substantial portion of the “active trade
or business” of the Company, or dispose of any business or assets in a manner inconsistent with the business
purpose for the distribution, or (ii) during the one-year period following the completion of the distribution,
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ParthusCeva will not agree to or undertake a proposed acquisition transaction (as defined in the separatron
. agreement) unless the requirements set forth in the separation agreement are satisfied.

Under the terms of the separation agreement, ParthusCeva has agreed to indemnify DSP ‘Group and its
- affiliates for any tax liability incurred by DSP Group as a result of ParthusCeva’s breach of any representation,
warranties or covenants made in the separation agreement with respect to the tax matters listed in the separation
agreement. : o

In addition, each of the parties has agreed to indemnify the other with respect to the failure to pay, perform
or discharge any liabilities for which it is responsible under the separation agreement, breach any of the terms of
the separation agreement and the ancillary agreements -associated with the separation agreement or breach any of
the covenants or obligations of the combination agreement. Do '

The rights and obligations detailed above will survive until 30 days following the expiration of the
applicable statute of limitations: There are no limitations on the rights and obhgatlons relating to the amount of
any claim for indemnification. \

, Expenses

Each party to the separation agreement will bear its own respectlve third party fees, costs and expenses paid
or incurred in connection with the transactions. ,

Various ancillary agreements detail the separation and various interim and ongoing relationships among
DSP Group, its subsidiaries, ParthusCeva and its subsidiaries. These agreements are described more fully below.

Ceva Technology Transfer Agreement

The Ceva technology transfer agreement identifies the assets, including intellectual property, that DSP
Group transferred to-Ceva and the liabilities that Ceva assumed from DSP Group in the separation in exchange
for issuance by Ceva to DSP Group of shares of its common stock. . :

: DSP Ceva Technology Transfer Agreement -

The DSP Ceva technology transfer agreement implements the transfer from ParthusCeva to its wholly-
owned subsidiary, DSP Ceva, of the assets transferred by DSP Group to Ceva and the assumption by DSP Ceva
of liabilities assumed by Ceva from DSP Group in the separation in exchange for the issuance by DSP Ceva to
Ceva of shares inits share capital.

Transition Services Agreement Among DSP Group, DSP Ceva and ParthusCeva

The transition services agreement governs the provision of transitional services by DSP Group to
ParthusCeva and to DSP Ceva after the separation date. DSP Group is obligated to provide certain general and
administrative services, including management and information services and network, hardware and software
maintenance and support, to ParthusCeva and to DSP Ceva. ParthusCeva and DSP Ceva are obllgated to pay
DSP Group an agreed amount. . .
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- The term of the transition services agreement commences on the date of the separation agreement and
continues until such time as DSP Group is no longer required to provide any transition services.

During the - first - year -following the separation date, and for- so long. thereafter as the parties agree,
ParthusCeva and DSP Ceva will occupy and utilize portions of DSP Group’s facilities: ParthusCeva and DSP
Ceva are obligated to pay an agreed amount to DSP Group for their respective pro rata shares of the rent and
other costs of occupying and operating these facilities. :

Tax Indemmficatlon and Allocatlon Agreement

Ceva was included as part of DSP Group’s consohdated group for federal income ‘tax purposes untll the
separation date. In general, under the U.S. Internal Revenue Code, each member of a consolidated group. is
jointly and severally liable for the federal income tax liability of each other member of the consolidated group.

Pursuant negotiations between DSP Group and Parthus to allocate the responsibilities between ParthusCeva
and DSP Group for tax liabilities that may be asserted in the future, in addition to the indemnification provided in
the separation agreement, ParthusCeva have entered into a tax indemnification and allocation agreement with
DSP Group pursuant to which DSP Group will be liable for, and will indemnify ParthusCeva for, any federal
income tax related to the consolidated return for all periods ending on or before the distribution date. Under that
agreement, each of ParthusCeva and DSP Group will each be liable for, and shall indemnify the other against, its
respective liability for federal income tax for subsequent periods after the distribution.

Voting Agreements -

As a condition to the combination of Parthus and Ceva, certain stockholders have entered into individual
voting agreements with ParthusCeva. These agreements, which cover approximately 20.2% of the outstanding
stock of ParthusCeva as of the date of the combination (although the voting agreements apply to any additional
shares subsequently' acquired by such stockholders, including upon exercise of options), provide that the
stockholders that entered into the voting agreements will -vote all of his or her ParthusCeva shares for the
ParthusCeva nominees to its board or directors and, with respect to all other matters to be voted on by the
stockholders, either in accordance with the recommendations of the ParthusCeva board of directors or, if the
board of directors makes no recommendation, for or against such matters in the same proportion as the shares
owned by all other stockholders. Each voting agreement terminates upon the earlier of two years from thé date of
the agreement, the -sale.of all or substantially all of ParthusCeva assets or a consolidation or merger of
ParthusCeva as a result of which its stockholders prior to such a consolidation or merger hold less than 50%: of
the voting equity of the surviving or resulting entity, a liquidation, dissolution or winding up of the ParthusCeva
business operations, the execution by ParthusCeva of a general assignment for the benefit of creditors or the
appointment of a receiver or trustee to take possession of its property and assets.

Combination Agreement

‘Pursuant to the terms and conditions of the Combination ‘Agreement, Par[hus and the Company w111 effect a
combination of their businesses, whereby, immediately after the separation and distribution of stock by the
Parent, Parthus will be acquired by-the Company in exchange for the Common Stock of the Company. The newly
combined company will be renamed ParthusCeva and its Common Stock will be quoted on the Nasdaq National
Market and traded on the London Stock Exchange upon receipt of related approvals.
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The combination will be effected through a scheme of arrangement' pursuant to the laws of the Republic of
Ireland—a form of corporate reorganization that will be approved by the shareholders and sanctioned by the
High Court of Ireland. The scheme provided as follows:

Immediately prior to the combination with Ceva, Parthus distributed to'its shareholders an aggregate
cash repayment. of. capital of $60 million.

The existing Parthus shares were then- cancelled and- each Parthus shareholder recelved new shares of
ParthusCeva’s common stock.

Immediately following the combination, the stockholders of DSP Group and the former shareholders of
Parthus own approximately 50.1% and 49.9%, respectively, of the common stock of ParthusCeva.

ParthusCeva assumed all outstanding Parthus share options and the option plans and option agreements
that govern them. These -options continue with the same terms and conditions, except that they have
become options to purchase shares of ParthusCeva’s common: stock and have been adjusted in the
manner set forth below. Option holders will no longer be able to obtain Parthus shares or ADSs upon
exercise of such options.

The number of shares of ParthusCeva s common stock purchasable upon the exer01se of each Parthus
option is equal to the number of Parthus shares underlying the option, adjusted to take into account the
conversion of Parthus shares into ParthusCeva shares. The exercise pnce per share was also adjusted
proportionately.

b. In April 2002 the Company’s Board of Directors approved an amendment to its Certificate of
Incorporation. which will be amended in connection with the Combination to provide for, among other things, (i)
the authorization of one hundred five million (105,000,000) shares of Corage Common Stock, (ii) the
authorization of five million (5,000,000) shares of preferred stock of the Corporatlon with rights, preferences and
privileges to be designated and established by the Board.
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PARTHUS TECHNOLOGIES PLC

CONDENSED CONSOLIDATED BALANCE SHEETS '

ASSETS

Current assets
-Cash and €ash €qUIVALENLS .............cc.coveeerieerrireriresiensseceseisssesneesesesssesenes SRR
Short term investments—available for sale..........ccccoervvevrerennns et

* Accounts receivable.................. et bbb ettt e et S
Prepayments and other CUITENt @SSELS......ccovveeeereirinrerinnieiiiiinrenre st
Inventory......... e eererre h et b e a e he et et sn e st e e e e e R e s R ee et S et h LSt e Rt e sme e e e eaen b sabenaesr s

Total current assets ..............e.... ettt et nn s e
Property, plant and equipment, net............ ettt r st e b bt s nr e e n e n e sen e s e
Investments........ Cerer e e OO OO O O OU R UPORPPORRRO
GOOAWILL DEL ..ot senasnaenens ettt
INEANZIDIE ASSELS, NEL....uvvevsetcreieerieisiesseeseressesse s st ssnsssseessessssessssressssnsesssseses s

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities o '
Accounts PAYADIE ...t
Accrued liabilities....c..cccoivvvevernine ettt et ee e et b e rere bttt et ntebetar s ees e
Deferred revenue ...................... ettt ettt er et e et bR e rserenebetenr et e et betan e
TAXES PAYADIE ....eoorveeveerseeceeeciee e e sssesse s s s sesseensse e sess s s ss e sessee s

Total current HabIITIES .......oveeoieriitiiirererereneeeeinienree st seeree e bese s sena
Shareholders’ equity , . '
Ordinary shares, par value €0.000317 per share; 8,000,000,000 shares authorized
at December-31, 2001 and June 30, 2002; 581,180,431 and 590,605,690 shares
issued and outstanding at December 31, 2001 and June 30, 2002 ...,
Additional paid in capital .....c.cooceeeieniiiiniirinnn e e sttt st s
Deferied stock COMPENSALION .....ocvcviieiiviiiininiicciie e e e
Accumulated other comprehensive inCOMe........cocovieieieiiineeii s
‘Retained €arnings .......ccoevrieveeeiiinieniiieniie ettt e b

Total shareholders’ equity

Total liabilities and shareholders’ eqUILY ......cicieeccsneicseisisssssesasssssnesiessiscssssssaninasas

Audited Unaudited
December 31, June 30,

2001 2002
(in thousands)

$121,503  $114,101

1,800 —
3,541 5,421
3,365 3,968
797 517
131,006 124,007
7,691 6,617
— 4,500
62,691 63,579
4,432 3,752

$205,820  $202,455

$75672 $ 4,680
11,178 12,718
4,759 3914
2,124 1,554

23,733 22,866

. 205 207
239,138 241,127
-(5,052) (4,002)
(3,065) (3,047)
(49,139)  (54,696)

182,087 179,589
$205,820  $202,455

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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PARTHUS TECHNOLOGIES PLC
"UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Six months ended June 30,
2001 2002

(in thousands
except share and per share data )

Revenue .

TP JICEIISE voveeeeiieetestseeesevereeseee e s sttsesebeseeneeeeeasesse s sasatastesasssenssase st eanteanasneneonens $ 13,016 $ 18,766

TP CTEALION .uvviineeiiieree e cetieeetieertesestbe e e sitteeeasae e stae e sb s e e enbeaeaasseeasssasestnneesesnsaesasasanns 4,302 1,427

Hard IP ...oooeiieeiceee ettt ettt a e b e erenrens 2,625 ’ 1,298
Total revenue......cccvvvveeveeviiviinnenenn. SRR e e r e s eee s et anran 19,943 21,491
Cost of revenue : S '

TP JHCEIISE trviieeieiiiis ettt tes ettt e eraab s s st vt s e esrsear et et ssbabeassessatrasassetnsnsnrssanessenten 2,149 2,943

TP CTEALION ...cceeiiieereeeeei ettt s [T 3,034 1,002

Hard IP oottt ae st e ae e s 1,423 ‘ 699
Total COSE Of TEVEIUE ....eeevviiiiecee ittt cie et e e eae sttt e sresavesebe s sre s be s e e ssssneserasarasenses 6,606 4,644
GTOSS THATZIIL ...t veeeiviee e seeeene et s sre sttt se et s ne e se stk se st e ne e seeere st s b e et bae 13,337 16,847
Research and development.........cccoueoeineeiicniiniiiiin s 13,744 13,516
Sales and marketing ......c.cccoeevenervennnnn. [T heersesaareriessatesssesraresstarabatratessearrrns 5,604 4,554
General and adMiniStrative ..o 3,790 : 3,100
Amortization of goodwill & intangible assets ........ccvririeienicennnnicinieieeeeens 1,674 680
ParthusCeva MEIZer COSES ...ccuuiuiiiimiiiiiriie et eerieceren e sertest e st e esne e v — 1,463
L0sS 0n diSPOSAL OF TACIILY vvvveveveeviuiiineesrensrnrsreesssetetetetetnssresesssassesesteesreseserenesssans — . 213
Total OPErating EXPENSES .. .ccceerereererirairienererrereeresrereseererersreseseseeseressmenencens PRI _ 24,812 23,526
LLOSS fTOIM OPETALIONS ....vevevrerereeieterireniiisessessesssssecmceceesanssssnsnsanes e resr e rereererens (11,475) (6,679)
TNEETESE INICOIME ...oeeivereieieeeeeiee et eeeeeesteeesasessbenessneeeonarasssnaeessrtsessnnnesesensnes e : 3,784 1,337
Foreign eXchange 10SS .....cocvevviveirerenecriieniniene e eseesenne e 89 (215)
Minority interest........ccccecvevceercrrennnnne, teeeereeeiteeerteaetaraabaeeaaaeenrbeeaeas s (100) —
Loss before provision fOr INCOME tAXES .....cooveeeirriererieieieeireeeneeeresese e sesbesieeenees (7,880) (5,557)
Provision for inCOme taXxes........cooceruvervecenrvesienensseenens FEST OO SOTTUPUPETOURRIRIN o (300} (=)
Net loss available to ordinary Shareholders ..............coeververurerirsorersesesssrorrensersnens $ (8,180) $ (5,557)

Net loss per ordinary share
Basic and diluted ......c.covvveicieiiieecr ettt $ (0.015) $ (0.010)

Weighted average number of ordinary shares Outstanding :
Basic and diluted....................... s 538,661,930 583,404,690

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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PARTHUS TECHNOLOGIES PLC

UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF .
SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME

L Accumulated Total
. Number of Additional  Deferred Other Share-
- Ordinary Paid-in Stock Comprehensive Retained  holders’
Shares Amount Capital - Compensation Income Earnings  Equity

o ) (in thousands, except share daia)
Balance at December 31, ‘ _ ’ ‘ o ‘
2001 s 581,180,431 $205 $239,138  $(5,052) ' $(3,065) ' $(49},139) $182,087

Comprehensive income:
Net10SS .o C— - — = — (5,557) (5,557)
* " Currency translation . R '
adjustment..............en.... _ — — —_ 18 . — 18
Total comprehensive s ‘
©INCOME...iveeeiiies s W ‘ (5,539)
Exercise of share options....... . 6,149,690 1 786 — S - ' — © 787
- Issue of ordinary-shares......... . 3,275,569 . 1 1,215 R — — " 1,216
. Share issuance costs............... — — C(12) — - = 12)
Stock compensation , B .
CEXPEIISE e o — —_ — 1,050 C— S — 1,050
Balance at June 31, 2002....... 590,605,690 $207 $241,127 $(4,002) $(3,047)  $(54,696)$179,589

The accompanying notes are an integral part of these unaudited consensed consolidated financial statements.
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PARTHUS TECHNOLOGIES PLC
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Six months-
ended June 30,

2001

2002

(in thousands)

Cash flows from operating activities

INBL LOSS 1euererererecerrriirisse bbbttt reen e et erebee e et e sese s srete s e st seebeae bt e ans seabe et oesbebe e rensesaneneven $ (8,180) $ (5,557)
Adjustments to reconcile net loss to net cash used in operating activities
Loss on disposal of faCility ........ccocceiviiniiniinieneeiierccteer e et — 213
DEPIECIALION ..ottt e bbb 1,228. 1,579
Amortization of goodwill and intangible assets........cocciirreerinenreneieriscneerreenierenes 1,674 - 680
Undistributed earnings of minority iNteIest ........cccoveeererierereriirreeeneeeere e e senes , 100 —
Unrealized foreign exchange (Zains) LOSSES .....ccvevvriirererreenirisieriieeseeere s seseesessens 307 288
Non-cash stock cOmMPENSation EXPENSE ........coverirveimtiriiiererine st sterere s enecrereseesressenns 756 1,050
Changes in assets and liabilities :
Increase in aCCOUNLS FECEIVADIE ... vvcviiiireeree it ettt sve s sereeseesvr e s reeebesaneean (2,298) (1,434).
Increase in prepayments and other current assets .........ccoovcrevnnrennes vttt (1,003) (537
DIECIEASE 1N INVENTOIY ..uviieeiiireeeiisererteess et reessesrarsresbassaessestransassssesssssestanssossannsenseouns 272 . 288
Increase in accrued Habilities ........ococvvrrreresernrcerceee e s e 848 1,992
Increase (decrease) in deferred TEVENUE ......covevcviiiiiiciiicccr et 2,297 (883)
Increase (decrease) in taxes payable .......cccoveveeniiciionnienneniee e et 915 (586)
Increase (decrease) in accounts payable ....... ettt ettt e e e e et ek e st e bene e e e b e re st ene 115 (1,123)
- Net cash used in Operating aCtiVItIES ... .. curievereerirrereiere e ererecte e ree e st seseeseseeanes (3,583) (4,030)
Cash flows from investing activities
PUrchase Of fiXed ASSEIS. ...cccriiivvirieiiiirriee e et eetr e srr e et ee et e s e snasseesteeeesastesessanssnrnessnes (3,745) (1,080)
Disposal of faCility .....c.cveeemiirriciicic e s e — (445)
Purchase of business and intangible assets ..........cocoivivecrriernrneere e reeesensiereenees (25,108) —_
Cash acquired with subsidiary undertaking .........o.ocevevvevereeoereniinnsioeessssseseessesssessreseans 1,061 C—
Sale Of ShOIt tErML INVESIITIENLS ....coveivieiiereeeeiriereseeee sttt ee bt et et st reresaessesesnessesesnsssssres — 1,800
OLher INVESLIMENTS......c.viiitiecieeieeiirretrestererteessreraeestaeaseesseessresssserassessssvessesssresssesssesssenssesans —_ (4,900)
Net cash used in iNVESHNG ACHIVILIES .....vveervireererrerrreeriirrerstasreseeresrers saesssessessenssesesessesseenses 27,792 (4,625)
Cash flows from financing aCHVIEIES.......c.cvurreeevereierrienrerernrerene e st seveeeseseeereseseennns
Proceeds from issuance of share capital........ccccooveviriiirevennicrne e 1,859 1,115
SHATE ISSUANICE COSTS ....vviiiiiiiiiiirieeitierrrteeeireeestaeesessaeerreessssesessssasonnessssosnresasnressnsesssneessases (762) (12)
Net cash provided by financing ACHVILIES .........cceveeeereririreneereeerrree et reesenessseneneases - 1,097 1,103
Effect of exchange rate movements on Cash........ccoveeriieienennicneecsen s (586) 150
Net decrease in cash and cash eqUIVAIENLS .......covveriiicreeecienrrr et e (30,864) - (7,402)
Cash and cash equivalents at beginning of period ........cccoeveernnieiienncinnineine .. 159,865 121,503
Cash and cash equivalents at end of PEHOd ....cccovviciiicrininiriecree e $129,001 $114,101

The accompanying notes are an integral part of these unaudited consensed consolidated financial statements.
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PARTHUS TECHNOLOGIES PLC
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. - Basis of preparation

These condensed consolidated financial statements, which have been prepared in accordance with United
States generally accepted accounting principles, have not been audited. These interim consolidated financial
statements reflect all normal and recurring adjustments which are, in-the opinion of management, necessary to
present this data fairly. The six month periods ended June 30, 2001 and 2002 are regarded as distinct financial
periods for accounting purposes with the exception of tax where the periods are allocated as appropriate
proportions of the expected amounts of the total annual charge. The results for those periods are'not necessarily
indicative of the expected results for the full financial year. The preparation of the condensed consolidated
financial statements in conformity with United States generally accepted accounting principles requires
management to make ‘estimates and judgments that affect reported amounts and disclosures in these unaudited
condensed consolidated financial statements. Actual results could differ from those estimates. These unaundited
financial statements should be read in conjunction with the audited financial statements includéd elsewhere
within this prospectus. There have been no significant changes in the Company’s accounting policies from those
outlined in the audited financial statements for the year ended December 31, 2001.

Certain information and footnote disclosure normally included in financial statements prepared in
accordance with United States generally accepted accounting principles have been condensed or omitted pursuant
to. the rules and regulations of the Securities and Exchange Commission (“SEC”). The condensed consolidated
financial statements should be read in conjunction with the accounting policies and notes to the consolidated
financial statements included in this prospectus.

2 Net loss per ordmary share

} Basic net loss per ordmary share has been computed by d1V1d1ng net loss available to ordmary shareholders
by the weighted average numbers of ordinary shares outstanding during the period. Diluted net loss per ordinary
share is computed by adjusting the weighted average number of ordinary shares outstanding during the period for
all potentially dilutive shares outstanding and adjusting net loss for any changes in loss that would result from the
conversion of such potential ordinary shares.

There is no difference, for the periods presented, in net loss used for basic and diluted net loss per ordinary
share. The reconciliation of the number of shares used in the computation of basw and net loss per share is as
follows:

Six months ended June 30,
2002 2001

Weighted average number of ordlnary shares outstanding for basic net
108s per OrdiNary Share..........c.eoiiceriieenirire et seeenea 583,404,690 538,661,930
Effect of dilutive share options outstanding...........cccceveervevercereninrnernsreeenees — —

We1ghted average number of ordinary shares for diluted net loss per
ordmary SRATE ..ttt e et e s D e i e 583,404,690 - 538,661,930
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PARTHUS TECHNOLOGIES PLC

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS—(Continued)

3. Business segment information

‘Management is of the opinion that the Company operates in a single 1ndustry segment. The analysis of the
Company’s operations by geographical area is as follows :

Six months ended
. ) : June 30,
Revenue by destination 2002 2001
- _ ' ' . (in thousands)
United States ettt ens S ettt sn e bees R $ 9,848 $ 9,612
Europe, Middle East and AFHCA e et r e eaaas 9,751 8,397
CASI ettt et enene s s 1,892 1,934

TOtAL oot ettt e bne S $21,491. $19,943

4. New accounting pronouncements

In July 2001 the Financial Accounting Standards Board (“FASB”) introduced two new statements: SFAS
No. 141, “Business Combinations” and Statement No. 142, “Goodwill and Other Intangible Assets”. Those
statements change the accounting for business combinations and goodwill in two significant ways. First, SFAS
No. 141 requires that the purchase method of accounting be used for all business combinations initiated after
June 30, 2001. The adoption of the purchase method of accounting had no impact on the Company for the
periods presented. Second, SFAS No. 142 changes the accounting for goodwill from an amortization method to
an impairment-only approach. The Company adopted SFAS No. 142 effectlve January 1, 2002 and, accordmgly,
goodwﬂl amortization ceased on that date.

The Company completed its transitional assessment of goodwill impairment in the second quarter of fiscal
2002 as required under SFAS No. 142 and the assessment indicates that there is no charge for impairment.

“ The following table. reconciles the reported net loss for the six months ended June 30, 2001 to the respective
pro forma balance adjusted to exclude goodwill amortization, which is no longer recorded under SFAS No. 142:

Six months
ended June 30,
2001

Reported net loss: ’ . $(8,180)
Add back 2oodwill AMOTHZAHON . ....c.cvvevereeerieeeerireeeeesreeeeasneneeas ettt 942
AdJUSTEd NET INCOIMIE ..veveveeeeeiereereee st eiesee st erase b etesteessesseentesrsarsssasasbeessraesasssessessnsssraseessans $(7,238)
Basic and diluted net loss per ordinary share: SR
REPOTLEG....cuiriiviiiiieterieieiitce ettt see e et se st e st saeetesaeses b abeseebesesbesneseaessesens $(0.015)
Add back goodwill AMOItIZAION. .....c..vvereeeeirieertreeee e et nsennees $ 0.004
Adjusted net 1085 per ordinary Share........ococecvirmierenencreceee et et $(0.011)

SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” (“SFAS No. 144™)
addresses financial accounting and reporting for the impairment or disposal of long-lived assets. The provisions
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PARTHUS TECHNOLOGIES PLC

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS—(Continued)

of this statement are effective for financial statements issued for fiscal years beginning after December 15, 2001.
The adoption of this standard did not have any impact on the Company s consolidated financial statements.

5. TInvestments

On March 14, 2002 the Company entered into an agreement with UbiNetics to subscribe for 3,966,000
ordinary shares of UbiNetics, representing a minority investment in the shares of that company, for cash
consideration of $4.5 million, The investment has been accounted for under the cost method.

On the same date the Company completed an asset purchase agreement with UbiNetics, pursuant to which
the Company dlSpOSCd of certain assets and liabilities to UblNetICS The loss recorded on the disposal amounted
to $213, 000

6. Foreign currencies

‘OnJanuary 1, 2002, following a review of the economic facts and circumstances in which Parthus operates,
the Company and certain subsidiaries adopted the US dollar as the functional currency. The 1mpact of this change
was not material to the reported results of operations.

7. Shareholders’ equity

Following the announcement of the Company’s intention to enter into a combination agreement with Ceva,

Inc., the Company agreed to issue an aggregate of 2,114,109 Parthus ordinary shares effective May 28, 2002 to

* the former shareholders of Chicory Systems, Inc., in full satisfaction of the Company’s obligations with respect

to a contingent issuance of a further 21.9 million ordinary shares in connection with the Company’s acquisition

of Chicory. The 2,114,109 share issuance was accounted for as additional purchase consideration and recorded as
additional goodwill of $887,926.

During the six months ended June 30, 2002, the Company issued a total of 116,146 ADSs (equivalent to
1,161,460 ordinary shares) to employees under the Company’s Employee Share Purchase Plan for consideration
of $327,000.

8. Combination with Ceva, Inc.

In April 2002, the Company announced that it had entered into an agreement with DSP Group, Inc. and
Ceva, Inc., providing for the merger of Parthus and Ceva, the intellectual property subsidiary of DSP Group. This
combination, to be effected as a merger of equals, has been unanimously approved by the board of directors of
both companies. The new combined company, to be called ParthusCeva, Inc., will be incorporated in Delaware
and headquartered in San Jose, California, with principal executive ofﬁces in Dublin, Ireland and Herzehya
Israel.

Prior to the combination, Parthus is to distribute $60 million cash to shareholders by means of a repayment
of capital.
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REPORT OF INDEPENDENT CHARTERED ACCOUNTANTS
To the Directors and Shareholders of Parthus Technologies plc

We  have audited the accompanying consolidated balance sheets of Parthus Technologies plc and
subsidiaries as of December 31, 1999, 2000 and 2001 and the related consolidated statements of operations,
shareholders’ ‘equity and comprehensive income and cash flows for each of the years in the three year period
ended December 31, 2001. These consolidated financial statements are the responsibility of the Company’s
management. Qur responsibility is to express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Parthus Technologies plc and subsidiaries as of December 31, 1999, 2000
and 2001, and the consolidated results of their operations and their cash flows for each of the yeérs in the three
year period ended December 31, 2001 in conformity with accounting principles generally accepted in the United
States. : : ' '

KPMG
Chartered Accountants

Dublin, Ireland
January 25, 2002
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PARTHUS TECHNOLOGIES PLC
CONSOLIDATED BALANCE SHEETS.

December 31,
1999 2000 2001
(in thousands)
ASSETS
Current assets ) :

Cash and cash equwalents ..... ettt rte———t et et ar———at ot et on ot et et et etean e reaene - $10,314 '$159,865 $121,503
Short term investments—available for sale (note 4).....cccocvevveveiviavicererennnns o= — 1,800
ACCOUNTS TECEIVADIE .....ovviievii e v steie et e e seav e s e tve et e s sebene s aneaeins a 2,648 - 3,245 3,541
Related party receivables (NOLe 3).....ccovvviiiiiiiiniiiiiinneccce e 400 — —
Government grants 1€C€IVable........coooiueiiiiiiiciiiiice 462 904 - —
Prepayments and other current assets (MO 5) il 708 2,851 3,365
INVENLOTY (MOLE 6)..vvveverecveieiectenisreeresessaesss e sss cesesasissss e s s seenssseseesenes — 17250 797

" Total current assets............c.... bbb e 14,532 168,115 131,006
Property, plant and equipment, Net (NOLE 7) ......cvevevrvreeererenseiseneeeeeaseeesesseseseneans 2,368 4,891 7,691
GOOAWill, NEL (NOTE D) ....vevevveeiicverceieee et ettt er et ee st s s st fanensanens —_ — 62,691
Intangible assets, net (O 10)..........oooverrreermrireereeeeesereseeserssssiesseneene — 6240 4,432
Total assets ...................... e ettt bt et e ettt ettt e bt ebe bbb s serassnnrsrenes $ 16,900 $179 246 $205,820

LIABILITIES AND SHAREHOLDERS’ EQUITY '
Current liabilities ‘ ) ’ '
ACCOUNES PAYADIE .......ocvvovereeeeie et ien e eees st s e C$ 1,123 $ 3,802 $ 5672
- Accrued 1iabilities (NOe 11)..ooiiiieierierieeeeeeeerereeie s birere e s ereess s 3,375 9,438 11,178
DELEITEA TEVEIUE ... .ovievieiis i e oot setorsentseeaseneoresrsebesassasssssdeseenenans e 1,527 " 5,680 4,759
Taxes payable ......ocvvircii e 366 1‘,809 2,124
Bank overdraft.:.......c.......... e ettt er e ene 84 — —

+ Total current HAbIItIES ... ....cvververvvereriseiesesiesienssiessessessssssssssenseniennnenee 6,475 720,729 23,733
Minority interests (NOLE 12)...uiciiriieiiiierrereeeieeieseeiesaeseeesee e srtere e e ssseseeesaansens '909_ - 1,001 —
Redeemable shares (note 13) ' ‘ ‘ 1,635 — —
Shareholders’ equity - - ‘ .

Ordinary shares, par value €0.000317 per share; 2 969, 449 600 shares
authorized at December 31, 1999 and 8,000,000,000 shares
authorized at December 31, 2000 and 2001; 362,473,760, .
530,595,999 and 581,180,431 shares issued and outstanding at o , '
December 31, 2000 and 2001 (N0€ 14) .......o.ovvverveveeereeioeeereres s 143 191 205
Additional paid in capital.......cccccvivminiiiiiiiiiice e 10,602 -177,657 239,138
-Deferred stock COMPENSAtION.... ..o s (2,674) - (4,147) (5,052)
Accumulated other comprehensive INCOME .........covrrriciiiicnicineirercnenens (1,768) (1,705) (3,065)
Retained Earmings ....cccceoeeveeiriemririerererreieeeeatreeerssrnssesbesiesseseensesenans e - (1,578) . (14,480) (49,139)
Total shareholders’ equity...........ccocoociniiviiiiniec e . 7,881 157,516 182,087
Total liabilities and shareholders’ eqmty .......... e e et et a e e e e ernaen $16,900 $179,246 $205,820

The accompanying notes are an integral part of these consolidated financial statements.
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PARTHUS TECHNOLOGIES PLC
CONSOLIDATED STATEMENTS OF OPERATIONS

Year ended December 31,
1999 2000 2001
(in thousands, except share and per share data)

Revenue

TP HHCEMSE «.vovviieieeieieerreerirese et es e ss e se s se et eaenssraneaees $ 5214 % 16,059 $ 29,998

TP CTEALION ...t ste st sane s eease e 13,826 12,433 6,756

HATA IP .ottt nees e — 3,428 4,165

) Totalrevenue ................... 19,040 31,920 40,919

Cost of revenue ‘ : ) ‘ _ .

TP HHCEISE vt sa e - 983 2,960 5,052

IP creation ............ et eete e e aea b e b esse e srenbte e neens I ~ 8,325 8,334 4,751

HArd IP ...ttt svte e ae e s esb e sreenbesvaennans — 2,116 2,261
TOtal COSE OF TEVEIMUE «.....everrereeerese e seeesessessessesssessessesseesees s sessessens 9,308 13,410 . 12,064
GrOSS MALZIN «.vvvovrveecveeeneeserers e, S 9,732 18,510 28,855
Research and development (note 15) ................. eeeeeree i rebeeranes 7,128 19,090 29,994
Sales and marketing (NOtE 15)....cerevvrieriieerennenrecneereneinrererensennene 2,479 . 9,012 11,054
General and administrative (note 15)........... e reerrtrere et erer—taaes 2,994 ) 9,741 7,364
Amortization of goodwill and intangible assets..........cococecnriinan - ' 1,081 9,195
In-process research and development charge (note 8) ...........c....... — — 10,895
Restructuring charge (N0t 17) ...cccovuniievneieeeeeeerennsisssesenens — — 765
Total OPETating EXPENSES......coererrertrrnrrrererereerrersresesistiressensesesesrons 12,601 38924 . - 69,267
Loss from operations.......c..occevevereeeevrrerceneeene ereererareeeenbarrareaaaes . (2,869) (20,414) (40,412)
INEETEST ANCOME .....eeveiveitecrereererrereeete et sse e nerreresteresesesessaearereasnases 172 5,346 6,394
Interest eXpense (MOt 16) ........ovuereecuerucriereneieesisesiesiesseniensenes 27 — . =
Foreign exchange gain (1088).......ccoeivverirererncorescneerereneninenieeneneeas 241 434 (241)
Minority interest (NOte 12) .....cccoevirereiererireirecceiri e - (5 (204) : (100)
Loss before provision for income taxes ...........cecvenierircnvcrennearenns (2,558) (14,838) (34,359)
Provision for income taxes (Note 18) ......iccoeeviveveereveeciniecennnees , L — (1,205) (300)
NEULOSS .vovveeeeeereeersee et er s seesesesessassees et ‘ (2,558) (16,043) (34,659)
Preference dividends (note 13)...cccovviveeiiiiiieciiineeeein eereenns L 54) (15) —_
Net loss available to ordinary shareholders ........c.c.ccocoeveueninnn, s $ 2,612) $ (16,058) $ (34,659)
Net loss per ordinary share..........ccocecevemiernninenciiinecennn .

Basic and diluted............ccoveieieieiiirie et eaeraese e eeens $ (0.007) $ (0.034) $ (0.062)
Weighted average number of ordinary shares

Outstanding _ _ ‘

Basic and diluted .........cocoieeieniiinire e 362,473,760 471,389,525 558,946,827

The accompanying notes are an integral part of these consolidated financial statements.
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PARTHUS TECHNOLOGIES PLC

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Balance at December 31, 1998 ...
Comprehensive income:

NEt 1088 .ooviviriiii e )
Currency translation adjustment .................. ]

Total comprehensive Income.......cccovevenveeee
Non cash stock compensation............conenee
Stock compensation Expense............ccoovune.
Preference dividends................ JERS

Balance at December 31, 1999 ....................

Comprehensive income:
NEt08S v

Currency translation adjustment .................. ‘

Total comprehensive Income...........cccceneee.
Exercise of share options....
Issue of ordinary shares ...
Share iSSUE COSLS .....vvvvnnen.
Non cash stock compensation............ovvvenee.
Stock compensation Expense..........c.ccccneece.
Preference dividends.........ccocccnveneccnienaen

Balance at December 31,2000 .,

Comprehensive income:
Net 1085 .ot
Currency translation adjustment...................

Total comprehensive Income............ccouun....
Exercise of share options ....
Issue of ordinary shares ...
Share issue costs ..........co.

"~Non-cash stock compensation.............c........ )

Stock compensation EXpense .........cveeriicenne
Balance at December 31, 2001 ...

AND COMPREHENSIVE INCOME

Accumulated Total

Number of Additional Deferred Other Share-
Ordinary Paid-in Stock Comprehensive Retained holders’
Shares Amount Capital Compensation Income Earnings Equity

' (in thousands, except share data)’ T '

362,473,760  $143 ‘$‘ 7,876 s — $ (100) .$ 4,190 $ 12,109
— — — — — "(2,558)  (2,558)
— — — —_ (1,668) - — - (1,668)
, o - (4,226)

— — 2,726 (2,726) — — L=

—_ —_ — 52 — — 52
- - — — — (54) (54)
362,47‘3,760 143 10,602 (2,674) (1,768) $ 1,578 $ 7,881
_ _ _ — — (16,043)  (16,043)

— — —_ —_ 63 — © 63
(15,980)

39,477,264 11 1,377 — — — .1,388
128,644,975 37 172,858 — — — 172,895
— — (14,193) — — — (14,193)

— — 7,013 (7,013) — — —

— — - 5,540 —_ — 5,540
— — — — — (15) 15)
530,595,999  $191 $177,657 $(4,147) $(1,705) $(14,480) $157,516
_ _ _ _ — (34,659)  (34,659)
_ _ — — (1,360) L= (1,360
(36,019)

7,976,400 2 1,160 — — — ‘1,162
42,608,032 - 12 58,372 — — — 58,384
C— (762) — — — (762)

— —_ 2,711 2,711) —_ _— —

— — — 1,806 — —_ 1,806
581,180,431  $205 $239,138 $(5,052) $(3,065) $(49,139) $182,087

The accompanying notes are an integral part of these consolidated financial statements.
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PARTHUS TECHNOLOGIES PLC
CONSOLIDATED STATEMENTS OF CASH FLOWS
Year ended December 31,

. 1999 2000 2001
(in thousands)

Cash flows from operating activities
NEE LOSS wovvovvecrvserereierieessesirenenss SRR et $(2,558) $(16,043) $(34,659)
Adjustments to reconcile net loss to net cash (used in) provided by v
operating activities :

- Loss on disposal of fixed assets ........ccevvvierinecrininiiirnninineeeneenens e — 1 1
P DEPTECIALION ..e.vererieeeeneeiier ettt ettt s b st ea e e tbe e s s ers 1,089 © 1,944 . 2,668
Amortization of goodwill and intangible assets..........cocveviviicniiinneninen, — 1,081 9,195
. In-process research and development charge.........ccoovnmviinciieiienninine, — — 10,895
NON-CasSh INTETESt EXPENSE ...cverieveieieririeieneeiee et er e 27 — —
Undistributed earnings of MinoTity iNtErESt ........oeercrevereerinmiieseiiiiesenenns 75 204 100
Unrealized foreign exchange gains............cc..... rerertessnere it e ressane s rononnessenens (143) (341) - (556)
Non-cash stock cOMpPensation EXPenSe.........c.ccvvvveimeiiiiiseersiieeiise e 52 5,540 1.806
_Changes'in assets and liabilities , ‘
Increase in aCCOUNtS TECEIVADIE ...........cvvvveeereretesee et eesesessensss e sesessenens (1,396) (249) 472)
(Increase) decrease in prepayments and other current assetS.........cooeeeenn (375) (2,575) 455
* (Increase) decrease in related party receivables......cciviienniieciine (425) 400 —
(Increase) decrease i iNVENLOTY..........o..vveveivererseresemsecsrensanesnsscsnsesessennens — (288) 425
Increase in acCrued HADIHES .ooovevevreetiieirereeecteceeseerntre e e eertrrree e s eeeeienreeaens 2,096 - 5563 . 838
Increase (decrease) in deferred revenue..........ccovvvevenvenecnnin e 874 3,940 (946)
(Decrease) increase in taxes payable.........ccceviiiiiiiinniiies e (358) 1,232 © 404
Increase in accounts payable ........cccccoveveeenrneiinnniei e O 654 2,456 1,930
Net cash (used in) provided by operating activities ......cverveveneveeiiiiieiiiiniin, (e (388) 2,865 (7,916)
Cash flows from investing activities ‘ |
~ Purchase of fiXed @SSeLS......ccciviriiieiiiiiiie et e (1,281) " (3,428) (5,538)
Sale Of fIXEA ASSEIS .eiivvieeriiieerrireecer sttt et iee et e et s — 1 . —
Purchase of business and intangible assets ........ Lenvrecerteeen e e e batetasaasaenaraeas S — (7,453) (25,108)
Cash acquired with subsidiary undertaking ...........cccevevvvveiinianann e —_ . — 1,061
Purchase of short term inVEeStMENtS. ......ccooveeveerriirinmininieninerie e — — (1,800)
Net cash used in investing aCtiVIties ......ccoceevveveeeiecininiiniiiir e (1,281)  (10,880) (31,385)
Cash flows from financing activities - '
Proceeds from issuance of share capital............cccoeoiieiicniinnind — 172,424 2,209
SHAre ISSUANCE COSES .uvviirveeireeeeeirrerrreseeiraeersresscesraesreessesesinessesssinesssecestneesnnerenes — - (12,535) (762)
Redemption of redeemable shares ............cccvivveiiniicnii (664) (1,623) —
Proceeds from (repayment of) bank overdraft ...........ccooevniininniiencionnn. 84 (84) —
Preference dividends paid ........cccoovireiicciicininccinn 54) (15) —
Net cash (used in) provided by financing activities .........ccvevvnriiicninnineiniiiinins (634) 158,167 1,447
Effect of exchange rate movements on Cash.......ccccvviinriiiniiiininini (1,733) (601) (508)
Net (decrease) increase in cash and cash equivalents........ccocciceniiiiiiinnniiinnn, (4,036) 149,551 (38,362)
Cash and cash equivalents at beginning of year..........cocoininiiiiinnnns 14,350 10,314 159,865
Cash and cash equivalents at end of Year.......cccooevrveerniniiniiinin, $10,314 $159,865 $121,503

The accompanying notes are an integral part of these consolidated financial statements.
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* PARTHUS TECHNOLOGIES PLC :
' NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS ~

1. Business Overview

Parthus Technologles plc and its subsidiary companies (collectively known as the “Company ’) is a leading
suppher of platform-level intellectual property solutions to the mobile Internet market. The Company offers
businesses significant time-to-market advantages by delivering system level solutions for mobile Internet devices
that can be integrated quickly and easily with customer owned technology and third party industry standards. The
Company’s customers consist primarily of leading electronic product and semiconductor manufacturers.

2.  Significant accounting polices
( a )> Basis of preparation

The accounting policies noted below were applied in the preparation of the accompanying financial
statements and are in conformity with accountmg pnnc1p1es generally accepted in the United States (“US
GAAP”)

(b) Use of estzmates ‘

‘The preparation of financial statements in conformity with US GAAP requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes.
Actual results could differ from those estimates.

(c) Principles of consolidation

" The consolidated financial statements 1ncorporate the financial statements of the Company and all of its
subs1d1ar1es All s1gn1ﬁcant intercompany balances and transactlons have been ‘eliminated on consohdatlon

(d) Revenue recognition

The Company recognizes revenue in accordance with the provisions of the American Institute of Certified
Public Accountants’ Statement of Position No. 97-2 and No. 98-4 “*Software Revenue Recognition”’ (SOP-97-2
and SOP 98-4) as follows:

Intellectual Property (IP) Licence revenue consists of license fees received under the terms of license
- agreements with customers to enable them to use the Company’s IP which is customized to. each customer’s
specific requirements. The Company licenses its IP to leading semiconductor manufacturers and electronic
product manufacturers for applications in the Mobile- -Internet market. The Company’s IP consmts of software
and related documentation that enable a customer to produce integrated circuits and related technology and
software. In general the time between the signing of a license and final customer acceptance is between three and
twelve months with most time allocated to the period between delivery and acceptance of the technology
Delivery generally occurs within a short time period after signing.

Fees are payable upon completion of agreed upon milestones, such as delivery of specifications and
technical documentation. Each licence is designed to meet the specific requirements of the particular customer
and can vary from rights to 1ncorporate Company technology into a customer’s own apphcauon specific product
to the complete design of a *‘system on a chip’’.

No upgrades or modifications to the licensed IP are provided. Followmg customer acceptance, the Company
has no further obligations under the license agreement. .
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PARTHUS TECHNOLOGIES PLC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Revenues from initial license fees are recognized based on the percentage to completion method over the
period from signing of the license through to customer acceptance. Initial license fees are recognized using the
percentage of completlon method as software requires significant modification or customization. The amount of
revenue recognized is based on the total license fees under the license agreement and the percentage to
completion achieved. The percentage to completion is measured by momtormg progress using records of actual
time incurred to date in the project compared to the total estimated pro_]ect requirement, which corresponds to the
costs related to earned revenues. Estimates of total project requirements are based on prior experience of
customization, delivery and acceptance of the same or similar technology and are reviewed and updated regularly
by management. After delivery, if uncertainty exists about customer acceptance of the software, license revenue
would not be recognized until acceptance. Under the percentage to completion method, provisions for estimated
losses on uncompleted contracts are recognized in the period in which the likélihood of such losses is
determined. :

The Company believes that the use of the percentage of completion method is appropriate as the Company
has the ability to make reasonably dependable estimates of the extent of progress towards completion, contract
revenues and contract costs. In addition, contracts executed include provisions that clearly specify the
enforceable rights regarding services to be provided and received by the parties to the contracts, the consideration
to-be exchanged and the manner -and terms of settlement. In all cases the Company expects to perform its
contractual obligations and its licensees are expected to satisfy their obligations under the contract.

The excess of license fees received over revenue recognized in respect of such fees is recorded as deferred
revenue.

- In addition to the license fees, contracts generally contain an agreement to provide post contract (support,
maintenance and training) which consists of an identified customer contact at the Group and telephone or e-mail
support. Fees for post contract support which take place after customer acceptance are specified in the contract.
Revenue for post contract support is recognized on a straight-line basis over the period for which support and
maintenance and training is contractually agreed by the Company with the licensee.

IP creation is the development and design of mtegrated circuits. Revenues from IP creat1on comprise
revenues arising from fee for service contracts based on time and materials. Revenue from IP creation is
recognized when the service has been provided and all obligations to the customer under the contract have been
fulfilled.

Hard IP is the incorporation of intellectual property into reference designs (either as silicon ‘c’:h‘ips' or printed
circuit boards) Revenues from Hard IP are recognized when reference designs are complete, dehvery has
occurred and all obligations to the customer are fulﬁlled

(e} Research and develqpment

Research and development expenditure is expensed in the period in which it is incurred:

" (f) Government grants ‘ A '
"Government grants received relating to capital expenditure are offset against the cost of the related propeny,
plant and equipment. .

Grants relating to categones of operating expenditures are credited to income in the period in which the
expenditure to which they relate is charged. :
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PARTHUS TECHNOLOGIES PLC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(g) Pension costs

The Company contributes to defined contribution plans covering all eligible employees. The Company
contributes to these plans based upon various fixed percentages of employee compensation, and such
contributions are expensed as. incurred. The amounts of contributions expensed by the Company for the years
ended December 31, 1999, 2000 and 2001 were $848,000, $1,529,000 and $1,727,000, respectively.

(h) Cash equivalents

The Group considers all highly liquid investments with original maturity dates of three months or less to be
cash equivalents. '

(i) Property, plant and equipment

The cost of property, plant and equipment is their purchase cost, together with any incidental costs of
acquisition.

Depreciation is calculated 50 as to write off the cost of property, plant and equipment, less estimated
residual values, on a straight line basis over the expected useful economic lives of the assets concerned. The
principal economic lives used for this purpose are:

WOTK StAHONS .....veeevecversteeece et ssesees e e 3—4'years
Plant and machinery.......ooeveisiinc it 3—>5 years
Office eqUIPIMENT ....ooeevreeei ettt e e 4—35 years
Motor VEhICIES ....cccviviriiiiiiiepeii st . 4 years

(j) Intangible assets

Intangible assets represent the acquisition of intellectual property and patents which are amortized over five
years on a straight line basis, representing the estimated period over which benefits are expected to accrue.
Where events and circumstances are present which indicate that the carrying amount of an intangible asset may
not be recoverable, the Company estimates.the future undiscounted cash flows expected to result from use of the
asset and its eventual disposition. Where future undiscounted cash flows are less than the carrying amount of the
asset, the Company will recognize an impairment loss, otherwise no loss is recognized. This impairment loss is
measured by comparing the fair value of the asset with its carrying value.

(k) Goodwill

Goodwill arising on acquisition is capitalized and amortized over five years on a straight line basis,
representing the estimated period over which benefits are expected to accrue. Where events and circumstances
are present which indicate that the carrying amount of goodwill may not be recoverable, the Company estimates
the future undiscounted cash flows expected to result from use of the goodwill and its eventual disposition.
Where future undiscounted cash flows are less than the carrying amount of the asset, the Company-will recognize
an impairment loss, otherwise no loss is recognized. The impairment loss is measured by comparing the fair
value- of the asset with its carrying value. The Company adopted SFAS No. 142 “Goodwill and Intangible
Assets” effective from January 1, 2002. SFAS No. 142 changes the accounting for goodwill from an amortization

method to an impairment only approach. Amortization of goodwill ceases on adoption of SFAS No. 142.

() Investments—available for sale

The Company has classified short term investments as available for sale in accordance with the terms of
SFAS No. 115 “Accounting for Certain Investments in Debt and Equity Securities”. The investments are reported
at fair value with unrealized gains and losses reported in a separate component of shareholder equity. No
unrealized gain or loss arose in the year ended December 31, 2001. ,
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PARTHUS TECHNOLOGIES PLC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(m) Inventory

Inventory is valued at the lower of cost and net realizable value and after provisions for obsolescence. Cost
in the case of raw materials comprises the purchase price and attributable costs, less trade discounts. Cost in the
case of work in progress and finished goods compnses fixed labor, raw materials costs and attnbutable
overheads.

(n) Operating leases

Costs in respect of operating leases are charged on a straight line basis over the lease term.

(0) Accounting for stock based compensation
The-Company has elected to use the intrinsic value-based method to account for all of its employee stock
based compensation plans under APB Opinion No. 25, “Accounting for Stock Issued to Employees™.

Stock compensation is amortized on a straight-line basis over the vesting period of the options, typically
four years. The Company has. adopted the disclosure requirements of the Statement of Financial Accounting
Standards (*‘SFAS’’).No. 123, “Accounting for Stock Based Compensatlon” (see note 15).

The Company has not granted options to non employees.

(p) Foreign currencies and translation of subsidiaries

The Company reporting currency is the US dollar ($). -

The functional currency of the Company is Euro and the functional currency of the Company s overseas
operations is the local currency in which its operations conduct the1r busmess

The assets and liabilities of subsidiaries denominated in foreigﬂ currencies are translated into Euro at rates
of exchange at the balance sheet date.

Statements of income of overseas subsidiaries are translated into Euro at the average exchange rate for the
period. Translation differences are taken to the cumulative translation adjustment.

Assets and liabilities so determined are translated into the Company’s reporting currency at the exchange
rate at the balance sheet date. Revenues, expenses, gains and losses are translated at a, weighted average of the
exchange rates during the period, and all translation effects of exchange rate changes are included in the
cumulative translation adjustment as a separate component of shareholders’ equity.

Transactions in currencies other than the functional currency are recorded at the rate at the date of the
transaction. Monetary assets and liabilities denominated in currencies other ‘than the functional currency are
translated at exchange rates prevailing at the balance sheet date. Adjustments resulting from these translations are
taken to income and, where material, are separately disclosed.

Dividends declared by the Company will be declared in Euro.
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PARTHUS TECHNOLOGIES PLC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(q) Disclosure about fair value of financial instruments

The following methods’ and assumptions were used to estimate the falr Value of each material class of
financial instrument: : . ‘

The carrying amount of cash, cash equivalents, short term investments, unbilled revenue, other
receivables, prepayments and other current assets and accounts recelvable approximates fair value due to the
short term maturities of these instruments.

The carrying amount of accounts payable, payments received on account, accrued liabilities and taxes
payable approximates fair value due to the short term maturities of these instruments.

(r) Income taxes

The Company applies SFAS™ No. 109, “‘Accounting for Income Taxes’ , which requ1res the asset and
hablhty method of accounting for income taxes. Under the asset and liability method of SFAS No. 109, deferred
tax assets and liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating
loss and tax credit carryforwards Deferred tax assets and liabilities are measured using enacted tax rates that will
apply to taxable 1nc0me in the years in which these temporary d1fferences are expected to be recovered or settled

(s)-Advertising costs

"All costs associated with ad?értwmg and promotion are expensed as incurred. The aidverhsmg and
promotion expense was $78,000, $1,566,000 and $753,000 for the years ended December 31, 1999, 2000 and
2001, respectlvely

(t) Net loss per ordinary share

Basic net loss per ordinary share has been computed by dividing net loss available to ordinary shareholders
by the weighted average numbers of ordinary shares outstanding during the period. Diluted net loss per ordinary
share is computed by adjusting the weighted average number of ordinary shares outstanding during the period for
all potentially dilutive ordinary shares outstanding during the period and adjusting net loss for any changes in
loss that would result from the conversion of such potential ordinary shares.

There is no difference, for the years presented, in net loss used for basic and diluted net loss per ordinary
share.- The reconciliation .of the number of shares used in the computation of basic and diluted net income loss
per ordinary share is as follows: o : :

- ‘Year ended December 31,
_ 1999 . . 2000 2001

Weighted average number of ordinary shares butstanding ' :
-for basic net loss per.ordinary share.............. e eireras 362,473,760 471,389,525 = 558,946,827
- Effect of dilutive share options outstanding.......... v e T — — —

Weighted averagevnu‘mber of drdinary shares for diluted '
net loss per ordinary share ....... e 362,473,760 471,389,525 558,946,827

. In the years ended December 31, 1999, 2000 and 2001, share options (see,‘note 15) are anti dilutive.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(u) Allowance for bad debts

The Company recorded an allowance for bad debts in the year ended December 31, 2001 of $232,000. No
such allowance was recorded at December 31, 2000.

-(v) Comprehensive income

Total comprehensive income includes net income and other comprehensive income which, for the
Company, is comprised of currency translation adjustments.

(w) Recently issued accounting standards

In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 141, “Business
Combinations”. This statement requires that the purchase method of accounting be used for all business
combinations initiated after June 30, 2001. The adoption of this standard did not have any impact on the
Company’s conéolidated financial statements.

In July 2001, the FASB issued SFAS No. 142 “Goodwill and Other Intangible Assets” which revises the
accounting for purchased goodwill and other intangible assets. SFAS No. 142 is effective for fiscal years
beginning after December 13, 2001, with earlier adoption permitted. The Company will adopt SFAS No. 142
effective from January 1, 2002. Under SFAS No. 142, purchased goodwill and intangible assets with indefinite
lives are no longer amortized, but instead tested for impairment at least annually. Accordingly, the Company has
ceased amortization of all goodwill as of January 1, 2002. Goodwill amortization amounted to $7,824,000 for the
year ended December 31, 2001. No goodwill amortization arose in either of the years ended December 31, 1999
and 2000. The Company does not have any intangible assets, other than goodwill, with indefinite lives.
Intangible assets with finite lives, primarily patents and intellectual property, will continue to be amortized over
- their useful lives, currently estimated at five years. The Company recorded amortization of intangible assets of
"$Nil, $1,081,000 and $1,371,000 for the years ended December 31, 1999, 2000 and 2001 respectively.

~ SFAS No. 142 requires a two step impairment test for goodwill. The first step is to compare the carrying
amount of the reporting unit’s assets to the fair value of the reporting unit. If the carrying amount exceeds the fair
value then the second step is required to be completed, which involves the fair value of the reporting unit being
allocated to each asset and liability with the excess being implied goodwill. The impairment loss is the amount
by which the recorded goodwill exceeds the implied goodwill. The Company is required to complete a
“transitional” impairment test for goodwill as of the beginning of the fiscal year in which the statement is
adopted. This transitional impairment- test requires that the Company complete step one of the goodwill
impairment test within. six months from December 31, 2001. The Company is currently completing this
transitional impairment test and does not expect to incur any impairment charges to goodwill.

SFAS No. 143, “Accounting for Asset Retirement Obligations” (“SFAS No. 143”), addresses financial
~ accounting and reporting for obligations associated ‘with the retirement of tangible long-lived assets and the
associated asset retirement costs. The statement requires that the fair value of a liability for an asset retirement
obligation be recognized in the period in which it is incurred if a reasonable estimate of fair value can be made.
The associated asset retirement costs are capitalised as part of the carrying amount of the long-lived asset. This
statement is effective for financial statements issued for fiscal years beginning after June 15, 2002. The Company
does not expect that SFAS No. 143 will have a material impact on the financial statements. ~

SFAS -No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” (“SFAS No. 144”)
addresses financial accounting and reporting for the impairment or dispesal of long-lived assets. The provisions
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

of this statement are effective for financial statements issued for fiscal years beginning after December 15; 2001.
The Company-does not expect that SFAS No. 144 will have a material impact on the financial statements.

In April 2002, the Financial Accounting Standards Board (FASB) issued SFAS No. 145 “Rescission of
FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical Corrections.” SFAS
No. 145 provides for the rescission of several previously-issued accounting standards, new accounting guidance
for the accounting for certain lease modifications  and various technical’ corrections that are not substantive in
nature to existing pronouncements. SFAS No. 145 will be adopted beginning January 1, 2003, except for the
provisions relating to the amendment of SFAS No. 13, which will be adopted for transactions occurring
subsequent to May 15, 2002. Adoption of SFAS No. 145 will not have a material impact on the consolidated
financial statements. : '

3. Related party transactions

The Qornpany trades in the normal course of business with STMicroelectronics Srl., which held 20% of the
equity of Silicon Systems Design Limited, a subsidiary undertaking, until June 29, 2001. On that date, Parthus
acquired the STMicroelectronics Srl. 20% shareholdrng in Srlrcon Systems Design for con51derat10n of
$38,640,000: (see note 8). . . :

Durmg the year ended December 31, 2001 Panhus and STMrcroelectromcs Stl. entered into a mu1t1-
technology portfolio l1cens1ng and royalty agreement for the complete suite of Parthus mobile Internet IP
Platforms. Revenue generated from STMicroelectronics Srl. during the years ended December 31, 1999, 2000
and 2001 was $12,879,000, $12,442,000 and $12,592,000, respectively. The account receivables balances with
STMicroelectronics Srl. at December 31, 2000 and 2001 werée $12,500 dnd $404,500 respecfively.

Wllharn Mecabe and Sven-Christer ersson‘ our non-executive drrectors receive directors fees of
approximately $10,000 and $40,000 per annum, plus reasonable expenses Mr McCabe 1s also entrtled to
approx1mate1y $25,000 per annum for consultmg sérvices rendered to us.

On July 1, 1996 the Group entered into a property lease agreement With Veton Properties Limited to lease
its head office. The lease term is 25 years from July 1, 1996 subject to annual rent of €380,922 ($341,000). Brian
Long and Peter McManamon are minority shareholders in the equity of Veton Properties L1nnted

During the year ended December 31, 1999, the Group advanced.an interest free loan of $400,000 to William
McLean, president of US operations and vice president of world-wide sales. The loan was repaid in full in March 2000.

4. Short term mvestments—avallable for sale

The Company has classified its investment portfolio, comprising short term minimum “AA” rated secuntles as
avallable for sale ‘The 1nvestrnents are reported at fair value The balance was converted into cash in January 2002.

5. Prepayments and other current assets
‘l)ecemhAer 31,

2000 . 2001

. . R - (in thousands)
VAT taxes recoverable... : i : ' o $ 456 $ 201
T Prepayments ... e e ‘ 1,538 859
"ACCTUEd INCOIMIE. .uvvvvirs it S v SO S OO 483 2,087

$2,851 $3,365

Other current assets ............... SRR et eenees e e e T 374 218 ¢
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6. .Inventory.

December 31,

2000 2001

: ] . : o (in thousm .
Raw materials..........cccocerviiicnnes e et et $ 964 $635
WOIK IN PIOZIESS .ovvvivviriiiiiiisinin et - e 261 103

Finished goods........ccouovvniriniivinincnnnnen, eeeeenans e eveeateren it e s st er e et te s er e sere st er e ensesnerentere 25 59
‘ ' $1,250 $797

7. Property, plant and equipment

December 31,
2000 2001 .
(in thousands)
Cost ' ) . . :
WOTK SEALIOTIS ..ceeeeveeeeeeeeeeeeeeeeeeieeseeeesmseneeesissssnesasaseseeeaenenae e e etre s e et e e e e e $ 7,847 $11,611
OffICe QUIPIMENE .ovevveeveerieierireieeee et st faeee et e st et e st et s e sb et erasbe e sebenees 1,356 2,775
Plant and MACKINETY......occveveueierirerereeneeeseneieisisass et aees st eenseseeens s 476 539
MOtOr VERICIES ..o e eeere i eeetr e 50 —
: ' 4 _ 9,729 14,925
Less accumulated depreciation......... e et e eeeee oo r s e es et e neroras (4,838) (7,234)

Property, plant and eqUIPmMENt (NEL) .......coceverrererimirieiereeerieietere et eee e seasraseeseesesenee $4,891 $ 7,691

Depreciation charged to income for the years ended December 31, 1999,‘ QOOO and 2001 was $1,089,000,
$1,944,000 and $2,668,000 respectively.

8. Acquisitions
Acquisition of Chzcory Systems Inc.

On May 22, 2001 the Company acquired 100% of the outstandmg shares in Chicory Systems Inc, a
company incorporated in the United States of America. The results of Chicory Systems Inc have been included in
the consolidated financial statements since May 22, 2001. Chicory Systems Inc. delivers innovative, sxhcon—
based intellectual property that accelerates critical mobile Internet applications. :

The aggregate purchase price was $43,441,000, comprising cash of $11,708,000 and the issuance of
22,221,442 new ordinary shares with a fair market value of $31,733,000. The fair market value of the issued
shares was determined based on the average market price of Parthus’ shares over the 5-day period before and
after the terms of the acquisition were agreed to and announced. ) ‘

The acquisition agreement provides for the issuance of a maximum of 21.9 million additional Parthus
ordinary shares contingent upon the achievement by Chicory of certain performance targets over the period to
December 31, 2002. Such potentlal additional purchase consideration will be recorded as goodwill.

All outstanding unvested optlons over ordinary shares in Chicory Systems Inc. were exchanged for a total of
1,950,167 options over ordinary shares in the Company, the intrinsic value of which was recorded as deferred
stock compensation of $2,711,000 and is being amortized on a straight line basis over the remaining option
vesting period of two to four years.
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The purchase price exceeded the amounts allocated to the assets acquired and liabilities assumed by

$32,884,000 and this excess has been classified as goodwill. The following table summarises the estimated fair
values of the assets acquired and liabilities assumed at the date of acquisition.

. . . $°000

- Cash e e SO 1,061
Prepayments .......occceeiiiiiiinccciii it e, 76
Property, plant and eqUIPMENT ........ccooivrieiiiiniitiiec 132
In-process research and development .......... ettt ettt e ebe e e 10,895
Accounts payable and accrued liabilities ............coov..covvvvverereeerreesenennnns HOOURPTRR (1,243)
Net as8ets aCQUITEA ......coceevivrvrerieriiieereerieserresereereeresrraerneanneee e 10,921
Purchase consideration including costs of acquisition..........ccceeveueene ettt eaes 43,805

GoodWill......oviiiiiiieii e e s 32,884

The value assigned to purchased in-process technology relates to. two microprocessor architecture projects
(Project A and Project B) valued at $7,370,000 and.$3,525,000 respectively. The estimated fair value of the
acquired in-process research and.development projects that had not yet reached technological feasibility and had
no alternative future use amounted to $10,895,000.

Technological feasibility or commercial viability of these projects was not established at the acquisition
date. These products were considered to have no alternative future use other than the technological indications
for which they were in development. Accordingly, these amounts were immediately expensed in the consolidated
statement of operations on the acquisition date in accordance with FASB Interpretation No. 4, “Applicability of
FASB Statement No. 2 to Business Combinations Accounted for by the Purchase Method.” The estimated fair
values of these projects were determined using discounted cash flow models. Projects A and B were estimated to
be 80% and 50% complete, respectively; estimated costs to completion of these products were approximately
$570,000 and $700,000, respectively, and discount rates of 35% and 40%, respectively, were used. Both projects
involve completion of hardware and software elements. The hardware component must be finalized before the
software piece (consisting of validation work, completion of the driver code, etc.) can be started. At the valuation
date, Project A had not completed the software element and the Project B had not completed the hardware
component. These projects were expected to be completed by the end of 2001, when the company expected to
commence sales of the products. The principal risks relating to the development of the Project A product
technology include completing the hardware solutions, developing the reference software and reference manual,
testing and debugging. The principal risks relating to the development of the Project B product technology
include completing the micro-architecture, developing the driver code and software for the end product,
debugging and testing. Each of these steps must be completed before the products can be released into the
market.

The primary focus of Parthus was on the completion of Project A, not only as a stand alone architecture but
also with the ability to fully integrate it with existing and future Parthus technology platforms. Costs of
approximately $700,000 were incurred on the completion of the Project A architecture. Project A was completed,
in line with expectations, in the fourth quarter of fiscal 2001 and is the primary architecture used in Parthus’
Machstream platform technology which Parthus is currently licensing. '

In the third quarter of fiscal 2001, following a strategic review, Parthus decided to suspend further
investment in Project B.
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Acquzsmon of minority znterest in Silicon Systems Design Limited

On June 29, 2001 the Company acquired the remaining 20% minority interest in Silicon Systems Design
Limited, a subsidiary of the Company, from STMicroelectronics Stl.

The purchase price was $38,602,000 before acquisition costs of $38,000, comprising cash of $12,998,000
and the issuance of 18,393,670 new ordinary shares with a fair market value of $25,604,000. The fair market
value of the issued shares was determined based on the average market price of Parthus’ shares over the 5-day
period before and after the terms of the acquisition were agreed to and announced. The excess of total purchase
consideration of $38,640,000 including acquisition costs over the fair value of the minority interest acquired of
$1,009,000 (note 12) has been allocated to goodwill. :

Proforma information

The proforma effect of the acquisitions of Chicory Systems Inc. and the minority interest in Silicon Systems
Design Limited if completed on January 1, 2001, would have resulted in revenues, net loss and basic and diluted
loss: per ordinary share of $40,919,000, $43,769,000 and $0.076 respectively: for the year ended December 31,
2001. The proforma effect of the acquisitions, if.completed on January 1, 2000 would have resulted in revenues,
net loss and basic and diluted loss per ordinary share of $31,920,000, $32,690,000-and $0.064 respectively for
the year ended December 31, 2000. The unaudited proforma information does net purport to represent what the
Company’s results of operations would actually have been had the acquisition occurred on such dates, nor does it
purport to represent the results of operations of the Company for any future period.

Acquzsmon of the UK based GPS busmess of Symmetrzcom Limited

* On March 29, 2000 the Company acqmred the UK based GPS business of Symmetricom Llrmted a wholly
owned subsidiary of Symmetricom, Inc., for cash consideration of $6,453,000. On the same date, Symmetricom
Inc. subscribed for 2,045,000 ordinary shares for consideration of $1,859,000. The business combination has
been accounted for as a purchase. The total purchase consideration of $8,312,000 was allocated as follows:

. (in

thousands)

Plant and equipment............ ceverenees et ettt $ 896
CIDVEDLOTY oo srs e rrrereenees s 1,095
Intangible assets—patents.................... s ettt ereeeengaenen 6,321
$8,312

The patents acquired have an estimated life of five years.

9. Goodwill
.December 31,
2000 2001
. - ) (in thousands)
Acquired during year (NOE 8) .....coievrvreeisrerereesraererersaesesereananans e $— 870,515
Less: accumulated amMOItIZAHON ......ovviveveeeieieeresereericeere s eesbesestriesseesrresesaaessbenesrnesesanses — (7,824)
‘ $—  $62,691
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Intangible assets

December 31,
2000 2001
(in thousands)
$7,321 $6,793
(1,081) (2,361)

$6,240 $4,432

Intangible assets represent the écqﬁiSition of certain intellectual property from Frontier Design on May 4,
2000 for cash consideration of $1,000,000 together with the value of patents acquired on the purchase of the UK
based GPS business of Symmetncom Limited in 2000. :

Accfued liabilities

Salary accruals............

CAD rental

Professional fees..........
Amount due to Forbairt, an Irish Government Agency

SHAre ISSUE COSES ACCTUALS .. .eiierrriiiitiiiitii e reteeeeereeseretes s s e sessat e e staeesssaaesaesntneesenanesasresas

Other accruals..............

Minority interest

Opening balance..........
Share of profit for year

Currency translation adjusStment ........oooovveyerceeiririees e e e e
Minority interest acquired (note 8).....cccvceverevvrirennnen et et et an e e

Redeemable shares

_December 31,

2000 2001
(in thousands)
$2,429 $ 4,047

1,094 312
374 1,052
314 167

1,658 51

3,569 5,549

$9,438 $11,178

December 31,
2000 2001
(in thousands)

$ 909 $ 1,001

204 100
112y (92)
—  (1,009)

<
—_
(o]
o
—
©

The Company paid dividends of $15,000 during the year ended December 31, 2000 to holders of 4%
cumulative redeemable preference shares. These shares were redeemed for ¢ash at par on April 7, 2000.

The Company redeemed 50,000 redeemable preference shares of €1.269738 each and 16,527,600 “B”
redeemable preference shares of €0.031743 each for cash at par on April 7, 2000.

In 1994 and 1995-the Company raised finance through the issue of 29,230,400 redeemable ordinary shares
with put-and call option arrangements to-enable the investors to'call upon the Company to buy out the investors’
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redeemable ordinary shares at a price to be determined based upon a multiple of ten times one year’s average of
the after tax profits in a specified three year period prior to the exercise of the option. In the year to December 31,
1999, 19,000,000 redeemable ordinary shares were repurchased for cash of $664,000. The difference between the
carrying amount and the estimated repurchase price of the redeemable ordinary shares was accreted to income
over the term of the related financing. The Company redeemed the remaining 10,230,400 redeemable ordinary
shares in Apnl 2000 for cash of $295, 000

14, Equity share capltal

On April 7, 2000 the Company reorganized its equity share capital. The Company reclassified 96,901,920
“A” convertible preferred ordinary shares and 14,022,800 “C” deferred ordinary shares in issue into an equal
number of ordinary shares. Following the reorganization, the Company had one class of shares in issue. All
references to ordinary shares, “A” convertible preferred ordinary shares and “C” deferred ordinary shares were: -
restated to reflect the capital reorganization of April 7, 2000.

On February 29, 2000 the Company effected a stock split of four ordinary shares for each one ordinary share
outstanding at that date.

On Apnl 20, 2000 the Company effected a stock split of 10 ordinary shares for each one ordlnary share
outstanding at that date.

All references to share and per share amounts have been restated to reflect these stock splits.

Holders of ordinary shares will be entitled to receive such dividends as may be recommended by the board
of directors of the Company and approved by the shareholders as the board of directors of the Company may
decide.

On March 29, 2000 Symmetricom, Inc. subscribed for 2,045,000 ordinary shares as.part of the acquisition
by the Company of the UK based GPS business of Symmetricom Limited (see note 8).

On March 29, 2000 3 Com Ventures Inc. subscribed for 4,398,720 ordinary shares for cash consideration of
$4 million.

- On March 31, 2000 ARM Limited subscrlbed for 2,199,360 ordmary shares for cash cons1derat10n of $2
million.

On May 19, 2000 the Company completed an initial public offering (“IPO”) of its shares on both the Nasdag
National Market and London Stock Exchange. The Company issued a total of 111,309,328 ordinary shares for
gross proceeds of $140.2 million. Expenses incurred in connection with the offering amounted to $12.5 million.

On November 8, 2000 the Company completed an offering of 8,300,705 ordinary. shares for gross proceeds
of $23.9 million. Expenses incurred in connection with the offering amounted to $1.7 million..

In June 2000, the Company approved the introduction of an Employee Share Purchase Plan (“ESPP”) which
provides eligible employees with the opportunity to purchase ordinary shares in the form of American Depositary
Shares (“ADSs”) at a price of 85% of the ADS market value over a designated period. Substantially all
employees are eligible to participate and shares are offered based on a percentage of salary up to a specified
maximum value. Employees may exercise their purchase right on a twice yearly basis. A total of 500,000 ADSs
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have been reserved for issuance under this plan. On December 30, 2000 the Company issued 39,186 ADSs to
employees under the ESPP. During the year ended December 31, 2001, the Company issued a-total of 199,292
ADSs (equivalent to 1,992,920 ordinary shares) to employees under the ESPP for consideration of $1 million.

During the years ended December 31, 2000 and 2001 employees exercised 39,477,264 and 7,976,400
optlons to purchase ordmary shares for gross proceeds of $1.4 million and $1.2-million respectlvely

On May 22,2001 the Company 1ssued 22 221,442 ordinary shares witha fair market value of $31 733 000
as part consideration for the purchase of Chrcory Systems Inc. (see note 8).

On June 29 2001 the Company issued. 18,393,670 ordinary shares with.a fair market value of $25,604,000
as part consideration for the acquisition of the 20% interest in Silicon Systems Design Llrmted not owned by the
Company (see note 8). :

15. Share options

Non- cash stock ‘compensation expenses of $52,000, $5,540,000 and $1,806,000 for the years ended
December 31 1999 2000 and 2001 have been recorded: as follows:

Year Ended December 31,
1999 2000 2001

(in thousands)

Research and devel‘opment'...v.. ..... ST e $36 $ 923 81416
Sales and MATKEHNG ........covvvuevrivireeeeieisciesees et ee ittt st es b et etse s st b s b s st s s b st et enssnaesas 12 120 197
General and adminiStrative .......c.ccooceiiiiiiiiin e 4 4497 193

$52  $5,540 -$1,806

The Company granted 23,705,600 options over ordinary shares of €0.000317 each to employees in
December 1996 at an exercise price of €0.007936 ($0.008) per share, the estimated market value of an ordinary
share in the Company at that date. All of these options were exercised during the year ended December 31, 2000.

On March 30, 1998, the Board of Directors approved the introduction of a fixed share option plan (“the
plan™), to include previous option grants. At the annual general meeting held on May 10, 2001, the shareholders
approved an increase in the number of options that may be granted to 20% of the enlarged fully diluted share
capital as at that date. : : -

Under the terms of the plan, options may be granted to employees, consultants, or directors of the Company
and any of its subsidiaries. The option holder shall be entitled, to exercise an option in respect of 25% of the total
number of shares which are subject to option on the first anniversary of the date of grant. On each successive
month thereafter, the option holder shall be entitled to exercise options in respect of 1/48th of the total number of
shares subject to option. All unexercised options shall lapse on the seventh anniversary of the date of grant. All
‘shares allotted under the plan rank pari passu in all respects with the ordinary shares of the Company.

" No option may be sold, pledged, assigned, transferred or otherwise disposed of in any other manner by the
optionee during his lifetime. Options will lapse to the extent that they have not been exercised by the earliest of
the seventh anniversary of its date of grant, the expiration of twelve months from the date of death of the
optionee or the date of cessation of the optionee as an employee or Director of the Company. The plan will be
administered by the Remuneration Committee of the Board of the Company.
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During 1999, the Company recognized deferred compensation cost of $2,726,000, which is being amortized
on a straight line basis over the vesting period of the options, and compensation expense of $52,000 for those
instances in which the exercise price of the Company’s optlons were less than the estimated fair market value of
the underlying shares on the date of grant.

In 2000, the- Company recognized total deferred compensanon cost of $7,013,000, of which $2,633,000 is
being amortized on a straight line basis. Compensation expense of $5,540,000 was recorded for the year ended
December 31, 2000 including an amount of $4,380,000 arising from the grant in December 1998, of an option to
purchase 2,000,000 shares to each of Mr: Brian Long and Mr. Peter McManamon at an exercise price of
$0.165115 per ordinary share. The options were exercisable in a two year period from the occurrence of an
Option Event as defined in the option agreements. The option agreements were amended in April 2000 to provide
that an Option Event was the date on which final agreement was reached between the Company and the
underwriters on the offer price of the Company’s shares in its initial public offering and the underwriting
agreement was signed. The compensation cost of $4,380,000 was established on the date the Option Event
occurred, May 19, 2000 and was recorded as an expense at that time as the options fully vested on that date.

The Company recognized deferred compensation cost of $2,711,000 during the year ended December 31,
2001 on the purchase of Chicory Systems Inc. representing the intrinsic value arising on the grant of options over
ordinary shares in the Company in exchange for unvested shares in the acqulred company. This cost is being
amortized on a straight line basis.

Other than the assumption of options on the acquisition of Chicory Systems Inc., all options granted
subsequent to the TPO on May 19, 2000 have been granted at exercise pnces equal to market value on the date of
grant.

- The following table summarizes the transactions for the Company’s share option plans for the years ended
December 31, 2001:

Weighted
average
Options exercise
outstanding price
QOutstanding at December 31 TOO8 et re e sttt 52,575,600 $0.032
CANCEIIED ..ottt et e ettt b sr et et a st esaa e etaetennes ... (1,648,000) $0.032
Granted............ et ettt 18,162,000  $0.165
Outstanding at December 31, 1999 ..o eneiseeeieeeae 69,089,600  $0.067
CanCElIEd ..ottt e et d e err e e aeas (3,056,050) $2.236
Granted.........ocevveevieirenienreerene s e etteveeteetesteeeente e bt ereereabeet e bt et areareerarntereas .. 30,212,000 $1.638
EXEICISEA. . iiiieiiiieeiee e ee et ee ettt e e e e et r e s ba e e s e e e e b e s e stbea s sraeesesbasssnnnnessanseenn eeenn (39,477,264) $0.038
Outstanding at December 31, 2000 ..........covvevevrieirneecrcrees e I e 56,768,286  $0.806 -
CCANCEIIEA ...vvi ettt e e e e e e e et st e e ke e st aeetbeenreseb s e rne i reerebanabeaans (6,949,350) $1.132
Granted...........ocoevevvvennnennns rererereereeeereees e rrereteeteibeeebraet s e e e eee e e raraenne s i raeearensee 40,979,537 $0.446
EXercised.......oooveiiiieeiieieeeees e ettt es e (7,976,400) $0.146
Outstanding at December 31, 2001 ......cccoccrviierreninnnienreennne frrerereere st 82,822,073 $0.664
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The following table summarizes information concerning outétanding and exercisable share options as of
December 31, 2001:

Options Qutstanding Options Exercisable
Average

) : Remaining Weighted Average ~ Weighted Average

w Number of Shares Contractual Life ' Excercise Price Number of Shares ‘ Exercise Price
$0.031—$0.165 . 22,589,353 3.5 years $0.120 12,478,984 -~ $0.119
$0.285—$0.750 . | 41,667,160 6.5 years $0.437 3,155,280 $0.750
$0.909—8%1.126 6,513,160 5.7 years $0.972 2,338,090 . $0.967
$1.150—%2.700 - 12,052,400 5.5 years $2.302 4,048,070 $2.390

The weighted average fair value of the options granted in fiscal 1999, 2000 and 2001 was $0.034, $0.842
and $0.352 respectively: The fair value was estimated using the minimum value method in 1999 and the Black-
Scholes option pricing method in 2000 and 2001 with the following assumptions: no expected dividend yield,
expected volatility of 80%, risk free interest rate of 5% and an expected life of 5 years.

Had the Company determined compensation expense based on the fair value at the grant date for these
options under SFAS No, 123, the Company’s net income for the three years ending December 31, 2001 would
have been reduced to the pro-forma amounts indicated below.

Year ended Deéeniber 31,
1999 2000 2001

(in thousands,
except per share data)

Net loss as repérted : o
= @S TEPOTTEd oot $(2,612) $(16,058) $(34,659)

o PIO-FOTIMA. oo vevevceessssesessseseseseessms s erssesessssece e $(2,706) $(14,898) $(32,853)
Basic and diluted net loss per Ordinary Share :

S TEPOTLEd w..vovvoveveeveceeere et e $(0.007) $ (0.034) $ (0.062)

— PTO-FOIMA . oevvvvevercenssvaess e $(0.007) $ (0.032) $ (0.059)

16. Interest expense

~ Year ended .
December 31,

w 2000 2001

. (in thousands)

Accretion of redeemable preference shares.........c.ocevemnncevniiiinnccs e $_21 $— —
$27 $— $—

17. Restructui’ing charge

Restructuring charges of $765,000, representing severance costs, arise from the Company’s headcount
reduction in December 2001.

18. Income taxes

The Irish, US and UK éubsidiaries file tax returns in Ireland, the United States and the United Kingdom,
respectively. : ey . ‘ . o .
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The components of income before provision for income tax expenses are as follows:

Year ended December 31,

1999 2000 2001
(in thousands)
TEEIANM........ovorveeieceeeeseeeese et sens et et senens $—  $(21,045) $(41,654)
Other......ooivvrveeeeiiiennns SRS DO SRR — 6,207 7,295

$—  $(14,838) $(34,359)

Provision for income taxes:

Year ended December
o 1’ .
1999 2000 2001
' ’ (in thousands) '
Treland......oooeveevvreneee. ettt ettt ettt ee s et et st n s eenas o $— $ — $—
(01 11= TP U PR RRRRORRTPTOTOR —_— 1,205 300

$—  §$1,205 3$300

The Company’s consolidated effective tax rate differed from the statutory rate as set forth below:

Year ended December 31,
1999 2000 2001
(in thousands)

Taxes at Irish statutory rate of 20% in 2001; (24% in 2000) (28% in

1999); ettt $(716) $(3,561) $(6,872)
Income taxed At TEAUCEA TALES «..ee.iurerereeeereeeeeeeesesesseeeoeeereesieeberasesesesenenensens — 284 (1,026)
L05Ses At TEAUCEA FALES ...vveveiiirierrieiercrerre et cteeeeeee s rtereresesseestaessareeerssenees 498 2,297 5,571
Movement in valuation allOWanCe .......c.c.cociveviiiiiicieeeeeeesre e eerree s 229 2,264 2,707
OERET .ottt ettt et bttt e es e s Lone st st esen e e et (1 - (79 (80)

$ — $1.205 § 300

The tax effects of temporary differences that give rise to significant portions of deferred tax assets are as
follows: '

As of December 31,
20000 - 2001
(in thousands)
Deferred tax assets:
Benefit of tax operating IoSSes ........cccociiiccniiiiiiii s $2,548 § 5,255
Less: Valuation alloWanCe..........ccccivevrrreriieecreesiineneie e s sereeesinnaesnnneserenens . (2,548) (5,255)

&5
!
©

The Company has provided a valuation allowance for the total amount of deferred tax assets as realization
of these assets is not deemed likely principally due to the occurrence of operating losses.

Some of the Company’s operating subsidiaries are taxed at rates substantially lower than US and UK rates.
Two Irish subsidiary companies currently qualify for a 10% tax rate, which under current legislation will remain
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in force until December 31, 2010. Three other Irish subsidiaries qualify for an exemption from income tax as
their revenue source is licence fees from qualifying patents within the meaning of Section 234 of the Irish Taxes
Consolidation Act 1997.

19. Employee benefits

Certain Group employees are eligible to participate in a defined contribution pension plan (the “‘plan’’).
‘Participants in the plan may elect to defer a portion of their pre-tax earnings into the plan, which is run by an
independent party. The Group makes pension contributions at rates varying between 10% and 15% of the
participant’s pensionable salary. Contributions to this plan are recorded as an expense in the consolidated
statement of operations.

The Group’s US operations maintain a retirement plan (the ‘‘US Plan’’) that qualifies as a deferred salary
arrangement under Section 401(k) of the Internal Revenue Code. Participants in the US Plan may elect to defer a
portion of their pre-tax earnings, up to the Internal Revenue Service annual contribution limit. The Company
matches 100% of each participant’s contributions up to a maximum of 6% of employee’s base pay. Each
participant may contribute up to 15% of base remuneration. Contributions to this plan are recorded in the year
contributed as an expense in the consolidated statement of operations.

Total contributions for-the years ended December 31, 1999, 2000 and 2001 were $848,000, $1,529,000 and
$1,727,000, respectively. -

20. Business Segment Information v _

The directors are of the opinion that the Company operates in a single industry segment. The analysis of the
Company’s operations by geographical area is as follows:

Revenue by destination

Year ended December 31,

1999 2000 2001
. . (in thousands)
TUTEEA SEALES . ouveterees et eeeereererseteeeeeaeseeeseesesteeeeneeeeeseeeteeneseseeeansnesesoreseans .. 36,161 §$15,095 $19,369
Europe, Middle East and Africa......cccooveeinenenineiierricnineecenee e 12,879 14,903 17,012
L ASIR e e T - 1,922 4,538

TOAL ..cveiiiiice i $19,040 $31,920 $40,919

Other than $4,444,000 of revenue which originates in the UK, all of the Company’s revenue originates in
Ireland. ST Microelectronics Srl., a company based in Italy, accounts for a significant portion of the Company’s
revenues. (See note 3).

Loss from operations by origin

Year ended December 31,

1999 2000 12001
‘ S : AU : . /(in thousands)
IPEIANG. ... .ttt st esn e et st esn e n et . $(2,818) $(21,287) $(41,366)
United Kingdom......cccooveviviiiiiiinncncns RO (165) 37 219
UNIEEd SEALES ...vieveeereereeree e vieestee e st eresrreeeete e s ete et e esseseeeseasaearasnnns 114 (86) 419
Rest of world......... SRS, v et esetrien erererere s et reseneie — 922 316
Total ........... e e $(2,869) $(20,414) $(40,412)
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Property, plant and equipment by. origin.

' ' . ) Year ended
December 31,
2000 2001
(in thousands)
$3,315 $5,027
917 1,226
659 1,438

Total .............. e SRS SO feeeens ettt bbb $4,891 $7,691

Year ended December 31,
1999 - 2000 2001
. : : . ‘ . " (in thousands) :

CIPRLAN. e e e e et ae s e et e e e e $.973 $1,360 $1,670
e ST S193 460 575

23 124 423

TOUL oo R $1,080 $1.944. $2,668

Capital expenditures by origin

Year ended December 31,
1999 2000 2001
. . (in thousands)
TrEland.. oo e et e ee e e $ 997 $2,676 $3,355

United KiNGAOM ..vvvereireerceiiieresnene e seseseresessessarsteraseresesssesesssssesessscensssrsssans 48 230 911
United States ................. R e e .23 522 1,072
TOLAL c.ovooraeeeeeresenesesess e e ss st s s $1,281 $3,428 $5,538

The following table sets forth the clients which represented iO% or more of the Company’s net revenue in
each of the periods set out below.

Year ended December 31,

1999 2000 2001 -
- . Co ) ) . (in thousands) -
CLHENL A Lottt ettt e cerre s e s et e b ae s e sastersssseaestneesseenrenansn $12,879 $12,442 $12,592
CHEIE B oo ee e etrer et rene s e e essrene e seeterese st aeensseesensenn $ — $3379 $§ —

21. Commitments and Contingencies

The Cbmpany is not party to any litigation or other legal proceedings that the Company believes could
reasonably be expected to havé a material adverse effect on the Company’s business, results of operations and
financial condition. ‘ ‘

Under the terms of capital grant agreements, amounts received of $1,034,000 may become repayable in full
- should certain circumstances specified within the grant agreements occur. The Company has not recognized any
loss contingency, having assessed as remote the likelihood of these events arising. ’
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The Company has several non-cancellable operating leases, primarily for equipment. These leases generally
contain renewal options and require the Company to pay all executory costs such as maintenance and insurance.

The ‘Company paid $ 631,000, $1,176,641 and $1,699,309 in rental expense for the fiscal years ended
December 31, 1999, 2000 and 2001, respectively. '

Future minimum rental commitments for operating leases with non-cancellable terms in excess of one year
are as follows: ’

Minimum
rental
payments
(in

thousands)
2002 ... e e et ettt e et b e et be s abe s be s s aer e et s baetbsate et eraenrneeres ©$1,746
2003 .. e et s bt e e e ete e tbe e eaeeebe s ee e et a b e e bt antesaraebaeeres $1,407
2004 ..o e e e s e s r e b b e sbe e st b e ebtearee s s rbeetbeetbeaaraerabenins $1,215
2005 .. e e a et e et r e st e s bt e at s sabeabe e abaeereesesbeeebsaentaestbenrnrerars $ 919
2006 .......c.occveeeeeeeee i teee et et st et ctb e be sttt te e te e b e et bet e et e e te e be s eerteareerneens $ 908

22. Supplemental Disclosure kof Cash Flow Information

Year ended December 31,

1999 2000 2001
(in thousands)
Cash paid fOr iNerest........overrrreererrireie e $— 85— 8§ —
Cash paid fOr iNCOME tAXES ..........ee.rvverreerrereeseereesseesessessenesesssens $249 § 4 $ 395
Shares issued as non cash consideration ............cccoeevvervvviiiiveicnnnnn $—  $1,859 $57,337

23. Subsequent Events—Unaudited Information

~ In April 2002, the company announced that it had entered into an agreement with DSP Group, Inc and Ceva
Inc., providing for the merger of Parthus with Ceva, the intellectual property subsidiary of DSP Group. This
combination to be effected by a merger of equals, has been unanimously approved by the board of directors of
both companies. The new combined company, to be called Parthus Ceva, Inc., will be incorporated in Delaware

and headquartered in San Jose, California, with principal executive offices in Dublin, Ireland and Herzeliya,
Israel.

Following the announcement of the company’s intention to enter into a combination agreement with Ceva,

Inc., the company agreed to issue an aggregate of 2,114,109 Parthus ordinary shares effective May 28, 2002 to

 the former shareholders of Chicory Systems, Inc., in full satisfaction of the company’s obligations with respect to

a contingent issuance of a further 21.9 million ordinary shares in connection with the Company’s acquisition of

Chicory. The 2,114,109 share issuance will be accounted for as additional purchase consideration and recorded
as additional goodwill of $887,926 in the second quarter of 2002.
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POWERING THE MOBILE INTERNET *

THIS LETTER AND THE ENCLOSED DOCUMENTS ARE IMPORTANT AND REQUIRE YOUR
IMMEDIATE ATTENTION. If yvou are in any doubt as to the action you should take, vou are
recommended to seek your own financial advice immediately about the Scheme, including the Capital
Repayvment, (as such terms are defined in the enclosed Circular) from your stockbroker, bank manager,
solicitor, accountant or other independent financial adviser who, if you are taking advice in Ireland, is
authorised or exempted under the Investment Intermediaries Act, 1995, as amended, or, if you are taking
advice in the United Kingdom, is authorised under the Financial Services and Markets Act 2000 of the
United Kingdom, or from another appropriately authorised independent financial adviser.

2 September 2002
Dear Shareholder.
Proposed combination of Parthus and Ceva

On 5 April 2002, the boards of Parthus and DSPG Group, Inc. (“DSPG™) announced that terms had been agreed
on the proposed combination of Parthus and Ceva. Inc. (“*Ceva™), the DSP cores licensing business of DSPG (the
“Combination™). The combined company will be called ParthusCeva, Inc. (“ParthusCeva”) and its shares will be
tradeable on the Nasdaq National Market and the London Stock Exchange's market for listed securities.

The Combination requires the approval of, amongst others, the shareholders of Parthus at an Extraordinary
General Meeting (“"EGM™) and at Shareholder Meetings convened by the Irish High Court (the “Court
Meetings™). In furtherance of this. we enclose:

® 2 Circular containing details of the Combination and how it is to be effected together with the notices
convening the EGM and the Court Meetings:

® the Forms of Proxy for the EGM and the Court Meetings: and

¢  Listing Particulars of Ceva (which will be re-named ParthusCeva) in relation to its application to be
admitted to the Official List and to trade on the London Stock Exchange’s market for listed securities.

It is important that, for the Court Meetings in particular, as many votes as possible are cast so that the
Irish High Court may be satisfied that there is a fair representation of Shareholders. You are therefore
strongly urged to sign and return all the enclosed Forms of Proxy as soon as possible.

Yours sincerely,

//K;

Brian Long
Director and
Chiet Executive Officer

The directors of Parthus accept responsibility for the information contained in this letter relating to the Parthus Group, the Parthus
Directors. their immediate families, related trusts and persons connected with them. To the best of the knowledge and belief of the Parthus
Directors (who have taken all reasonable care to ensure that such is the case), the information contained in this letter for which they are
responsible s in accordance with the facts and does not omit anvthing likely 10 affect the import of such information.

The directors af DSPG and Ceva accept responsibility for the informaiion contained in this letter other than that relating ro the Parthus
Group. the Parthus Directors, their immediate fumilies, related trusts and persons connected with them. To the best of the knowledge and
belief of the directors of DSPG and Ceva (who have taken all reasonable care to ensure that such is the case), the information contained in
this letter for which they are responsible is in accordance with the facts and does nor omit anything likely to affect the import of such

Information,
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POWERING THE MOBILE INTERNET™

THIS LETTER AND THE ENCLOSED DOCUMENTS ARE IMPORTANT AND REQUIRE YOUR
IMMEDIATE ATTENTION, If you are in any doubt as to the action you should take, you are
recommended to seek your own financial advice immediately about the Scheme, including the Capital
Repayment, (as such terms are defined in the enclosed Circular) from your stockbroker, bank manager,
solicitor, accountant or other independent financial adviser whe, if you are taking advice in Ireland, is
authorised or exempted under the Investment Intermediaries Act, 1995, as amended, or, if you are taking
advice in the United Kingdom, is authorised under the Financial Services and Markets Act 2000 of the
United Kingdom, or from another appropriately authorised independent financial adviser.

2 September 2002
Dear ADS holder,
Proposed combination of Parthus and Ceva

On 5 April 2002, the boards of Parthus and DSPG Group, Inc. (“DSPG”) announced that terms had been agreed
on the proposed combination of Parthus and Ceva, Inc. (“Ceva”), the DSP cores licensing business of DSPG (the
“Combination”). The combined company will be called ParthusCeva, Inc. (“ParthusCeva”) and its shares will be
tradeable on the Nasdaq National Market and the London Stock Exchange’s market for listed securities.

The Combination requires the approval of, amongst others, the shareholders of Parthus at an Extraordinary
General Meeting (“EGM”) and at Shareholder Meetings convened by the Irish High Court in Dublin (the “Court
Meetings”).

Please note that as an ADS holder you will not be entitled to attend the EGM or the Court Meetings or to be
present at the Irish High Court hearing to approve the Combination, although JPMorgan Chase Bank, the
Depositary for the ADSs, is holder of record of the ordinary shares underlying the ADSs and will therefore be so
entitled and it will vote in accordance with instructions received from you. Please refer to the enclosed
Circular, and, in particular, paragraph 11 of Part 3 thereof, which contains important information which
is relevant to you and details the steps to be taken by you to either (i) instruct the Depositary how you wish
it to vote; or (ii) enable you to attend the EGM and/or the Court Meetings and/or be present at the Irish
High Court hearing to approve the Combination. In furtherance of this, we enclose:

®  a Circular containing details of the Combination and how it is to be effected together with the notices
convening the EGM and relevant Court Meetings;

® 2 Voting Instruction Card; and

®  Listing Particulars of Ceva (to be re-named ParthusCeva) in relation to its application to be admitted to
the Official List and to trade on the London Stock Exchange’s market for listed securities.

Please note that the issuance of shares of ParthusCeva common stock to Parthus ADS holders in the Combination
will be made pursuant to an exemption from the registration requirements of the U.S. Securities Act of 1933. The
shares of ParthusCeva common stock to be issued to you in the Combination (assuming you are not an “affiliate”
of Parthus or of ParthusCeva) will be freely tradeable on the Nasdaq National Market as well as on the London
Stock Exchange’s market for listed securities,




It is important that, for the Court Meetings in particular, as many votes as possible are cast so that the
Irish High Court may be satisfied that there is a fair representation of Shareholders. You are therefore
strongly urged to sign and return the enclosed Voting Instruction Card as soon as possible.

Yours sincerely,

//\_;

Brian Long
Director and
Chief Executive Officer

The directors of Parthus accept responsibility for the information contained in this letter relating to the Parthus Group, the Parthus
Directors, their immediate families, related trusts and persons connected with them. To the best of the knowledge and belief of the Parthus
Directors (who have taken all reasonable care to ensure that such is the case), the information contained in this letter for which they are
responsible is in accordance with the facts and does not omit anything likely to affect the import of such information.

The directors of DSPG and Ceva accept responsibility for the information contained in this letter other than that relating to the Parthus
Group, the Parthus Directors, their immediate families, related trusts and persons connected with them. To the best of the knowledge and
belief of the directors of DSPG and Ceva (who have taken all reasonable care to ensure that such is the case), the information contained in
this letter for which they are responsible is in accordance with the facts and does not omit anything likely to affect the import of such
information.
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THIS LETTER AND THE ENCLOSED DOCUMENTS ARE IMPORTANT AND REQUIRE YOUR
IMMEDIATE ATTENTION. If you are in any doubt as to the action you should take, you are
recommended to seek your own financial advice immediately about the Scheme, including the Capital
Repayment, (as such terms are defined in the enclosed Circular) from your stockbroker, bank manager,
solicitor, accountant or other independent financial adviser whe, if you are taking advice in Ireland, is
authorised or exempted under the Investment Intermediaries Act, 1995, as amended, or, if you are taking
advice in the United Kingdom, is authorised under the Financial Services and Markets Act 2000 of the
United Kingdom, or from another appropriately authorised independent financial adviser.

2 September 2002

Dear Optionholder.
Froposed combination of Parthus and Ceva

On 5 April 2002. the boards of Parthus and DSPG Group. Inc. (“DSPG”) announced that terms had been agreed
on the proposed combination of Parthus and Ceva. Inc. (*Ceva”), the DSP cores licensing business of DSPG (the
“Combination™). The combined company will be called ParthusCeva, Inc. (“ParthusCeva™) and its shares will be
tradeable on the Nasdaq National Market and the London Stock Exchange’s market for listed securities.

The Combination requires the approval of. amongst others, the optionholders of Parthus at Optionholder
Meetings convened by the Irish High Court (the “Court Meetings™). In furtherance of this, we enclose:

® a Circular containing details of the Combination and how it is to be effected together with the notices
convening the Court Meetings:

® the Forms of Proxy for the Court Meetings: and

e Listing Particulars of Ceva (to be re-named ParthusCeva) in relation to its application to be admitted to
the Official List and to trade on the London Stock Exchange’s market for listed securities.

As part of the Combination, Parthus and Ceva have agreed to the repricing of certain Parthus share options as
described in paragraph 9 of Part 3 of the enclosed Circular. The repricing will only take place if DSPG receives a
favourable supplemental tax ruling from the US Internal Revenue Service. In any event. ParthusCeva will assume
all outstanding Parthus share options and share schemes that govern them. These options will continue with the
same terms and conditions, except that they will become options to purchase shares of ParthusCeva common
stock. Following the Combination, you will not be able to purchase Parthus ordinary shares or ADSs upon the
exercise of your options. Please refer to the enclosed Circular, and, in particular, paragraph 9 of Part 3
thereof, which contains important information which is relevant to you.

Please note that you will only be entitled to participate in the US$60 million capital repayment, as detailed in the
enclosed Circular, if you exercise your vested share options prior to 10:00 p.m. Dublin time two days prior to the
closing date of the Combination, which is expected to be 17 October 2002 (“Effective Date”). Accordingly, you
may not exercise any Parthus share options during the period beginning at 10:00 p.m. Dublin time two days prior
to the closing date of the Combination and ending at approximately 2:30 p.m. on the Effective Date.




It is important that, for the Court Meeting in particular, as many votes as possible are cast so that the
High Court may be satisfied that there is a fair representation of Optionholders. You are therefore
strongly urged to sign and return all the enclosed Forms of Proxy as soon as possible.

Yours sincerely,

/A;

Brian Long
Director and
Chief Executive Officer

The directors of Parthus accept responsibility for the information contained in this letter relating to the Parthus Group, the Parthus
Directors, their immediate families. related trusts and persons connected with them. To the best of the knowledge and belief of the Parthus
Directors {who have taken all reasonable care to ensure that such is the case), the information contained in this letter for which they are
responsible is in accordance with the facts and does not omir anything likely to affect the import of such information.

The directors of DSPG and Ceva accept responsibility for the information contained in this letter other than that relating to the Parthus
Group. the Parthus Directors, their immediate families, related trusts and persons connected with them. To the best of the knowledge and
belief of the directors of DSPG and Ceva (who have taken all reasonable care to ensure that such is the case), the information contained in
this letter for which they are responsible is in accordance with the facts and does not omit anything likely to affect the import of such
information.



